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~ Board of Directors
Bank Mutual Bancorp, MHC
Bank Mutual Corporation
Bank Mutual
4949 West Brown Deer Road
Milwaukee, Wisconsin 53223

Members of the Board of Directors:

At your request, we have completed and hereby provide an independent appraisal
(“Appraisal”) of the estimated pro forma market value of the common stock to be issued by Bank
Mutual Corporation, Milwaukee, Wisconsin (“Bank Mutual” or the “Company”) in connection
with the mutual-to-stock conversion of Bank Mutual Bancorp, MHC (the “MHC”). The MHC
currently has a majority ownership interest in, and its principal asset consists of, approximately
52.28 percent of the common stock of Bank Mutual (the “MHC Shares”), the mid-tier holding
company for Bank Mutual, Milwaukee, Wisconsin (the “Bank™). The remaining 47.72 percent
of Bank Mutual’s common stock is owned by public stockholders. Bank Mutual, chartered on
November 1, 2000, owns 100 percent of the outstanding common stock of the Bank. It is our
understanding that Bank Mutual will offer its stock, representing the majority ownership interest
held by the MHC, in a subscription offering to Eligible Account Holders, Supplemental Eligible
Account Holders and Other Members. To the extent that shares remain available for purchase
after satisfaction of all subscriptions received in the subscription offering, the shares may be
offered for sale in a community offering to members of the local community and the public at
large.

This Appraisal is furnished pursuant to the requirements of the Code of Federal
Regulations 563b.7 and has been prepared in accordance with the “Guidelines for Appraisal
Reports for the Valuation of Savings and Loan Associations Converting from Mutual to Stock
Form of Organization” of the Office of Thrift Supervision (“OTS”), which have been adopted in
practice by the Federal Deposit Insurance Corporation (“FDIC”).

Plan of Restructuring

On April 21, 2003, the respective Boards of Directors of the MHC and Bank Mutual
adopted the plan of and restructuring pursuant to which the MHC will be merged into the Bank
and the MHC will no longer exist. Pursuant to the plan of restructuring, Bank Mutual, which
owns 100 percent of the Bank, will be succeeded by a new Wisconsin corporation with the same
name. As part of the conversion, the Company will sell shares of common stock in an offering
that will represent the ownership interest in Bank Mutual currently owned by the MHC. As of
March 31, 2003, the MHC’s ownership interest in BankMutual approximated 52.28 percent. The
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Company will also issue shares of its common stock to the public stockholders of Bank Mutual
pursuant to an exchange ratio that will result in the public shareholders owning the same
aggregate percentage of the newly issued Bank Mutual common stock as owned immediately
‘prior to the conversion. As of March 31, 2003, the public stockholders’ ownership interest in
. Bank Mutual approximated 47.72 percent.

RP Financial, I.C.

RP Financial, LC. (“RP Financial”) is a financial consulting firm serving the financial
services industry nationwide that, among other things, specializes in financial valuations and
analyses of business enterprises and securities, including the pro forma valuation for savings
institutions converting from mutual-to-stock form. The background and experience of RP
Financial is detailed in Exhibit V-1. We believe that, except for the fee we will receive for our
appraisal and assisting the Bank and the Company in the preparation of the post-conversion
business plan, we are independent of the Company, the Bank, the MHC and the other parties
engaged by the Bank or the Company to assist in the stock conversion process.

Valuation Methodology

In preparing our Appraisal, we have reviewed the regulatory applications of Bank
Mutual, the Bank and the MHC, including the prospectus as filed with the OTS and the
Securities and Exchange Commission (“SEC”). We have conducted a financial analysis of Bank
Mutual, the Bank and the MHC that has included a review of audited financial information for
fiscal years ended December 31, 1998 through 2002 and interim financial results through March
31, 2003, a review of various unaudited information and internal financial reports through March
31, 2003, and due diligence related discussions with Bank Mutual’s management; Emst &
Young LLP, Bank Mutual’s independent auditor; Quarles & Brady LLP, Bank Mutual’s
conversion counsel; and Ryan, Beck & Co., Inc., Bank Mutual’s marketing advisor in connection
with the stock offering. All assumptions and conclusions set forth in the Appraisal were reached
independently from such discussions. In addition, where appropriate, we have considered
information based on other available published sources that we believe are reliable. While we
believe the information and data gathered from all these sources are reliable, we cannot
guarantee the accuracy and completeness of such information.

We have investigated the competitive environment within which Bank Mutual operates
and have assessed Bank Mutual’s relative strengths and weaknesses. We have kept abreast of
the changing regulatory and legislative environment for financial institutions and analyzed the
potential impact on Bank Mutual and the industry as a whole. We have analyzed the potential
effects of the stock conversion on Bank Mutual’s operating characteristics and financial
performance as they relate to the pro forma market value of Bank Mutual. We have analyzed the
assets held by the MHC, which will be consolidated with Bank Mutual’s assets and equity
pursuant to the completion of conversion. We have reviewed the overall conditions in Bank
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Mutual’s primary market area as set forth in demographic, economic: and competitive
information prepared by CACI, SNL Financial and other third party private and governmental
‘sources. We have compared Bank Mutual’s financial performance and condition with selected
* publicly-traded thrifts in accordance with the Valuation Guidelines, as well as all publicly-traded
thrifts and thrift holding companies. We have reviewed the current conditions in the securities
markets in general and the market for thrift stocks in particular, including the market for existing
thrift issues, initial public offerings by thrifts and thrifi holding companies, and” second-step
conversion offerings. We have excluded from such analyses thrifts subject to announced or
rumored acquisition, and/or institutions that exhibit other unusual characteristics.

The Appraisal is based on Bank Mutual’s representation that the information contained in
the regulatory applications and additional information furnished to us by Bank Mutual and their
respective independent auditors, legal counsel and other authorized agents are truthful, accurate
and complete. We did not independently verify the financial statements and other information
provided by Bank Mutual, or their respective independent auditors, legal counsel and other
authorized agents nor did we independently value the assets or liabilities of Bank Mutual. The
valuation considers Bank Mutual only as a going concern and should not be considered as an
indication of Bank Mutual’s liquidation value.

Our appraised value is predicated on a continuation of the current operating environment
for Bank Mutual and for all thrifts and their holding companies. Changes in the local, state and
national economy, the legislative and regulatory environment for financial institutions and
mutual holding companies, the stock market, interest rates, and other external forces (such as
natural disasters or significant world events) may occur from time to time, often with great
unpredictability and may materially impact the value of thrift stocks as a whole or the value of
Bank Mutual’s stock alone. It is our understanding that there are no current plans for selling
control of Bank Mutual following completion of the second-step stock offering. To the extent
that such factors can be foreseen, they have been factored into our analysis.

The estimated pro forma market value is defined as the price at which Bank Mutual’s
common stock, immediately upon completion of the second-step stock offering, would change
hands between a willing buyer and a willing seller, neither being under any compulsion to buy or
sell and both having reasonable knowledge of relevant facts.

Valuation Conclusion

It is our opinion that, as of May 16, 2003, the estimated aggregate pro forma valuation of
the shares to be issued in the conversion of the MHC, including: (1) newly-issued shares
representing the MHC’s ownership interest in Bank Mutual, and (2) exchange shares issued to
existing public shareholders of Bank Mutual, was $516,423,910 at the midpoint, equal to
51,642,391 shares at a per share value of $10.00. Based on this valuation and taking into
account the ownership interest represented by the shares owned by the MHC, the midpoint of the
offering range is $270,000,000, equal to 27,000,000 shares at $10.00 per share. The offering
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range includes a minimum value of $229,500,000, equal to 22,950,000 shares at $10.00 per share
(85.0 percent of the midpoint) and a maximum value of $310,500,000, equal to 31,050,000
shares at $10.00 per share (115.0 percent-of the midpoint). In the event the appraised value is
subject to an increase, the offering range may be increased up to a supermaximum value of
$357,075,000, equal to 35,707,500 shares at $10.00 per share, without requiring a resolicitation.

Establishment of the Exchange Ratio

OTS regulations provide that in a conversion of a mutual holding company, the minority
stockholders are entitled to exchange the public shares for newly issued shares of Bank Mutual
stock as a fully converted company. The Board of Directors of the MHC has independently
determined the exchange ratio. The determined exchange ratio has been designed to preserve the
current aggregate percentage ownership in Bank Mutual equal to 47.72 percent as of March 31,
2003. The exchange ratio to be received by the existing minority shareholders of Bank Mutual
will be determined at the end of the offering, based on the total number of shares sold in the
subscription and community offerings. Based upon this calculation, and the valuation conclusion
and offering range concluded above, the exchange ratio would be 2.0504 shares, 2.4122 shares,
2.7740 shares and 3.1901 shares of newly issued shares of Bank Mutual stock for each share of
stock held by the public shareholders at the minimum, midpoint, maximum and supermaximum
-of the offering range, respectively. RP Financial expresses no opinion on the proposed exchange
of newly issued Company shares for the shares held by the public stockholders or on the
proposed exchange ratio.

Limiting Factors and Considerations

Our valuation is not intended, and must not be construed, as a recommendation of any
kind as to the advisability of purchasing shares of the common stock. Moreover, because such
valuation is necessarily based upon estimates and projections of a number of matters, all of
which are subject to change from time to time, no assurance can be given that persons who
purchase shares of common stock in the conversion will thereafter be able to buy or sell such
shares at prices related to the foregoing valuation of the estimated pro forma market value
thereof. The appraisal reflects only a valuation range as of this date for the pro forma market
value of Bank Mutual immediately upon issuance of the stock and does not take into account any
trading activity with respect to the purchase and sale of common stock in the secondary market
following the completion of the second-step offering.

RP Financial’s valuation was determined based on the financial condition, operations and
shares outstanding of Bank Mutual as of March 31, 2003, the date of the financial data included
in the prospectus. The proposed exchange ratio to be received by the current public stockholders
of Bank Mutual and the exchange of the public shares for newly issued shares of Bank Mutual
common stock as a full public company was determined independently by the Boards of
Directors of the MHC, Bank Mutual and the Bank. RP Financial expresses no opinion on the
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proposed exchange ratio to public stockholders or the exchange of public shares for newly issued
shares.

RP Financial is not a seller of securities within the meaning of any federal and state
securities laws and any report prepared by RP Financial shall not be used as an offer or
solicitation with respect to the purchase or sale of any securities. RP Financial maintains a
policy which prohibits RP Financial, its principals or employees from purchasmg stock of 1ts
client institutions.

This valuation will be updated as provided for in the conversion regulations and
guidelines. These updates will consider, among other things, any developments or changes in
the financial performance and condition of Bank Mutual, management policies, and current
conditions in the equity markets for thrift shares, both existing issues and new issues. These
updates may also consider changes in other external factors which impact value including, but
not limited to: various changes in the legislative and regulatory environment for financial
institutions, the stock market and the market for thrift stocks, and interest rates. Should any such
new developments or changes be material, in our opinion, to the valuation of the shares,
appropriate adjustments to the estimated pro forma market value will be made. The reasons for
any such adjustments will be explained in the update at the date of the release of the update. The
valuation will also be updated at the completion of Bank Mutual’s stock offering.

Respectfully subniitted,

RP FINANCIAL, LC.

W11ham E. Pommerenmg
Chief Executive Officer

o7 S

E Dunn
Semor Vice President
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I. OVERVIEW AND FINANCIAL ANALYSIS

Introduction v

Bank Mutual (the “Bank™) is a federaﬂy—chartered stock saving bank. Based. in’
Milwaukee, Wisconsin, the Bank has 69 banking offices located in 28 counties in Wisconsin and
one branch office in Woodbury, Minnesota. The Milwaukee metropolitan area and the greater
Green Bay area are the primary markets served by the Bank’s offices. The Bank’s branch
network also extends into south-central Wisconsin, which includes the City of Madison, and
northwestern Wisconsin markets in and around the City of Eau Clair. The Minnesota office is
located near the Wisconsin state border on the eastern edge of the Minneapolis-St. Paul
metropolitan area. A map of the Bank’s office locations is included as Exhibit I-1. The Bank is
a member of the Federal Home Loan Bank (“FHLB”) system and its deposits are insured up to

the maximum allowable amount by the Federal Deposit Insurance Corporation (“FDIC”).

Bank Mutual Corporation (“Bank Mutual” or the “Company”) is a federally-chartered
corporation that was chartered on November 1, 2000 to become the mid-tier holding company in -
the regulatory restructuring of the Bank into mutual holding company form. Pursuant to the
restructuring, Bank Mutual became a holder of all of the shares of the Bank, which was
rechartered as a federal stock savings bank. As part of the restructuring, the Company issued
6,141,006 shares of common stock at $10.00 per share in a public offering. The majority of the
Company’s shares were issued to Bank Mutual Bancorp, MHC (the “MHC”), a federally-

chartered mutual holding company.

Also on November 1, 2000, Bank Mutual acquired First Northern Capital Corp, (“First
Northemn”), the parent company of First Northern Savings, through the issuance of 5,007,485
shares of Bank Mutual common stock and $75.1 million in cash. The Bank, which was named
Mutual Savings Bank at the time of the acquisition, and First Northem Savings Bank, were
maintained as separate subsidiaries of the Company following the acquisition. On March 16,
2003, Mutual Savings and First Northern Savings Bank combined to form Bank Mutual. As of
March 31, 2003, the MHC owned 11,193,174 shares or 52.28 percent of the Company’s shares
of common stock outstanding and the public owned the remaining 10,215,797 shares or 47.72

percent of the Company’s shares of common stock outstanding. As of March 31, 2003, Bank
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Mutual had consolidated assets of $2.8 billion, deposits of $2.1 billion and stockholders’ equity

of $315.3 million or 11.1 percent of total assets. Bank Mutual’s audited financial statements are

included by reference as Exhibit 1-2,

Plan of Restructuring

On April 21, 2003, the respective Boards of Directors of the MHC and Bank Mutual
adopted the plan of restructuring pursuant to which the MHC will be merged into the Bank and
the MHC will no longer exist. Pursuant to the plan of restructuring, Bank Mutual, which owns
100 percent of the Bank, will be succeeded by a new Wisconsin corporation with the same name.
As part of the conversion, the Company will sell shares of common stock in an offering that will
represent the ownership interest in Bank Mutual currently owned by the MHC. As of March 31,
2003, the MHC’s ownership interest in Bank Mutual approximated 52.28 percent. The Company
will also issue shares of its common stock to the public stockholders of Bank Mutual pursuant to
an exchange ratio that will result in the public shareholders owning the same aggregate
percentage of the newly issued Bank Mutual common stock as owned immediately prior to the
conversion. As of March 31, 2003, the public stockholders’ ownership interest in Bank Mutual
approximated 47.72 percent.

Strategic Qverview

Since the completion of the Company’s minority stock offering in on November 1, 2000,
Bank Mutual has demonstrated a record of growth, profitability and diversiﬁcatidn of operations.
Bank Mutual’s range of products includes personal and business checking, savings, mortgage
loans, consumer loans, commercial real estate and commercial business loans, insurance services
that include credit life and disability insurance and property and casualty insurance, and
investment alternatives offered through brokerage services that include the sale of mutual funds
and the sale of tax deferred annuities. The Bank’s strategic plan provides for: (1) raising capital
for purposes of expansion through possible acquisition; (2) continued internal growth through
offering a full range of savings, investment, checking and lending services, and (3)
diversification of operations by building a more “bank-like” revenue stream from cdmmercial

and consumer lending and non-interest income sources.
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Historically, Bank Mutual’s operating strategy has been fairly reflective of a traditional
thrift operating strategy in which 1-4 family residential mortgage loans and retail de_p’osits have
constituted the principal components of the Company’s assets and liabilities, respectively.
Beyohd 1-4 family loans, lehding diversification by the Bank has emphasized commercial real
estate, multi-family, commercial business and consumer loans. To a lesser extent, the Bank’s
lending activities include construction loans and land loans. The Bank’s current lending strategy
is to place a greater emphasis on the origination of consumer loans, particularly home equity
loans, commercial real estate loans and commercial business loans, although the origination of 1-

4 family permanent mortgage loans is expected to remain as the Bank’s most prominent lending

activity.

Implementation of a more diversified lending strategy has been pursued to enhance the
yield and interest rate sensitivity of the loan portfolio. The Company has sought to limit the
credit risk exposure associated with diversification into higher risk types of loans, through
emphasizing origination of such loans in local and stable markets, and establishing lending
relati_ons‘hi.ps with favorable credit histories. The Company also seeks to limit credit risk
exposure on commercial business loans through emphasizing origination of smaller balance fully
collateralized loans. Theses strategies, as well as the Bank’s lending emphasis on originating
relatively low risk 1-4 family permanent mortgage loans, quality underwriting, maintenance of
sound credit standards for new loan originations and relatively favorable economic and real
estate market conditions have resulted in historically low delinquency ratios. However, the Bank
has experienced some credit quality deterioration in the commercial business loan portfolio since
year end 2001, which management believes has been mostly attributable to the general decline in
economic conditions. The Company’s non-performing assets-to-assets ratio increased from 0.14
percent at year end 2001 to 0.33 pefcent at March 31, 2003, with a $4.8 million increase in non-
accruing commercial business loans accounting for 89.5 percent of the total increase in non-

performing assets.

Investments serve as a supplement to the Company’s lending activities. The Company’s
investment strategy emphasizes low risk types of investments, with the intent of providing and
maintaining liquidity and to generate a favorable return within the context of supporting interest

rate and credit risk objectives. Investments currently held by the Company consist primarily of
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mortgage-related securities, most of which are guaranteed or insured by agencies of the U.S.
Government. To manage the interest rate risk associated with the investment portfolio, the
Company has emphasized investing in securities that have an average life of or reprice in five

years or less-and all investment securities are maintained as available for sale.

Retail depo-sits have consistently served as the primary interest-bearing funding source
for the Company, with the acquisition of First Northern representing Bank Mutual’s largest
source of deposit growth over the past five years. CDs account for the largest portion of thé
Bank's deposit composition, although recent trends reflect that the concentration of CDs
comprising total deposits has declined and transaction and savings accounts have become a more
notable component of Bank Mutual’s deposit composition. The shift in deposit composition
towards a higher concentration of transaction and savings accounts is believed to be in part
attributable to the decline in CD market rates, which has resulted in a general increase in

depositor preference to maintain funds in more liquid savings and transaction accounts.

Borrowings serve as an alternative funding source for the Company to support
management of funding costs and interest rate risk. The Company’s use of borrowings has
emphasized FHLB advances, which have fixed rate terms for more than one year. Borrowings
increased significantly in connection with the acquisition of First Northern, but since 2000 asset
growth has been funded through deposits and the Company’s use of borrowings has declined.
To the extent deposit growth objectives are achieved, borrowings are expected to continue to

become a smaller component of the Company’s funding composition.

Bank Mutual’s earnings base is largely dependent upon net interest income and operating
expense levels. Overall, Bank Mutual’s operating strategy has provided for a relatively low but
stable net interest margin. In particular, the Bank’s emphasis on managing the interest rate risk
and credit risk associated with the net interest margin has somewhat limited the earnings
potential that can be realized from the yield-cost spread. With the acquisition of First Northern,
the Company realized an increase in the concentration of loans comprising interest-earning assets
and an increase in the yield earned on interest-eaming assets. However, since 2000, the
Company has experienced a decline in yield earned on interest-earning assets, reflecting the
impact of the declining interest rate environment and a declining concentration of loans

comprising total assets.
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The Company’s operating expenses are also viewed as being relatively low, which can in
part be attributed to the relatively high concentration of investments that comprise the

Company’s interest-earning assets. While lower yielding than loans, investments are also less

-~ costly to service than loans. Likewise, on the liability side of the balance sheet, CDs and

borrowings, which constitute the major portion of the Bank’s interest-bearing funding

composition, tend to be less costly to service than transaction and savings accounts.

Over the past five and one-quarter years, Bank Mutual’s operating strategy haé
emphasized management of interest rate risk and credit risk, while achieving notable growth
through the acquisition of First Northern. The acquisition of First Northemn provided for an
effective use of proceeds raised in the Company’s minority stock offering, supporting earnings
growth, leveraging of capital and enhancing the Company’s market presence as a statewide
financial institution operating in all of the major metropolitan areas of Wisconsin. A key
component of the Company’s business plan is to complete a second-step conversion offering. In
particular, the additional equity capital raised in the conversion will provide a larger capital
- cushion for asset growth, including possible growth through other acquiéitions of local thrifts,
ciommerciallbanks or other financial service providers as opportunities arise. As a fully-
converted institution, it is contemplated that the ability to offer Company stock as consideration
will facilitate increased opportunities to grow through acquisition. The additional capital raised
through the second-step conversion will also support continued internal growth, which will
emphasize growth of commercial real estate, commercial business and consumer lending
activities as well as growth generated through cross-selling products and services that will build
a more “bank-like” revenue stream. The projected use of stock proceeds are highlighted below.

0 The Company. The Company is expected to retain up to 50 percent of the net
conversion proceeds. At present, funds at the holding company level are
expected to be initially invested primarily into short-term investment grade
securities. Over time, the funds may be utilized for various corporate purposes,
which may include acquisitions, infusing additional equity into the Bank,

repurchases of common stock, and the payment of regular and/or special cash
dividends.

o) The Bank. Approximately 50 percent of the net conversion proceeds will be
infused into the Bank. Cash proceeds (i.e., net proceeds less deposits withdrawn
to fund stock purchases) infused into the Bank will initially become part of
general funds, pending deployment into loans and mortgage-related securities.
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Balance Sheet Trends

Table 1.1 shows the Company’s historical balance sheet data from December 31, 1998
through March 31, 2003.. From year end 1998 through March 31, 2003, Bank Mutual exhibited
average'annuél asset growth of 10.4 percent, with the strongest growth occurring in 2000 in
connection with the acquisition of First Northern. The acquisition of First Northern added
approximately $929 million of assets and $565 million of deposits to the Compahy’s balance
sheet. The acquisition of First Northern also created approximately $52 million of goodwill aﬁd
intangibles, thereby increasing the level of non-earning assets on the balance sheet. As of March
31, 2003, goodwill and intangibles equaled 2.0 percent of total assets, versus a comparable ratio
of 0.6 percent at year end 1999. Growth in loans and mortgage-related securities have
represented the primary areas of asset growth over the past five and one-quarter years. Asset
growth has been funded by a combination of deposits, borrowings and capital, including capital
raised in the minority stock offering completed on November 1, 2000. A summary of Bank

Mutual’s key operating ratios for the past five and one-quarter years is presented in Exhibit I-3.

The Company’s loans receivable portfolio increased at a 12.2 percent average annual rate -
from year end 1998 through March 31, 2003, increasing as a percent of assets from 55.4 percent
at year end 1998 to 59.5 percent at March 31, 2003. Loans receivable peaked following the
acquisition of First Northern, equaling $2.0 billion or 70.7 percent of total assets at year end
2000. Since year end 2000, the loans receivable balance has declined to $1.7 billion at March
31, 2003, with most of the decline consisting of 1-4 family permanent mortgage loans. The
decline in 1-4 family loans reflects the impact of accelerated repayments of 1-4 family loans
caused by borrowers refinancing into lower rate loans and the Company’s philosophy of

generally selling originations of fixed rate 1-4 family loans with terms of 20 years or more.

Trends in the Company’s loan portfolio composition highlight the current business plan
of a pursuing a more diversified lending strategy. Over the past five and one-quarter years, the
concentration of 1-4 family permanent mortgage loans comprising total loans declined from 70.6
percent at year end 1998 to 46.9 percent at March 31, 2003. Comparatively, over the same time
period, commercial real estate/multi-family loans increased from 9.0 percent to 17.7 percent of

total loans and consumer loans increased from 15.6 percent to 24.6 percent of fotal loans. A less
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significant increase was realized in commercial business loans, increasing from 2.7 percent to 4.0
percent of total loans. Growth of the commercial real estate/multi-family loan portfolio has been
primarily realized through growth of commercial real estate loans, while consumer loan growth
has been primarily realized thfough growth of home equity léans. The Cdmpany’é balance of
construction and development loans also increased during the past five and one-quarter years,
equaling 6.7 percent of total loans outstanding at March 31, 2003 compared to 2.1 pércent at year
end 1998. ‘

The intent of the Company’s investment policy is to provide adequate liquidity and to
generate a favorable return within the context of supporting Bank Mutual’s overall credit and
interest rate risk objectives. It is anticipated that proceeds retainéd at the holding company level
will primarily be invested into investments with short-terms. Over the past five and one-quarter
years, the Company’s level of cash and investment securities (exclusive of FHLB stock) ranged
from a low of 5.8 percent of assets at year end 2000 to a high of 23.8 percent of assets at year
end 1998. The relatively low ratio of cash and investments maintained at year end 2000 reflects
the use of liquidity to fund the $75.1 Iﬁillion of cash consideration péid for the acquisition of
First Nofthem, as well as deployment of liquidity to fund loan growth and purchases of
mortgage-related securities. As of March 31‘, 2003, the Company maintained total cash and
investments of $290.1 million or 10.2 percent of assets, which included $209.2 million of cash
and equivalents. Investments held by the Company at March 31, 2003 consisted of U.S.
Government and agency securities ($26.1 million), corporate bonds ($8.5 million), mutual funds
($44.3 million), Freddie Mac stock ($1.3 million) and municipal bonds ($700,000). To facilitate
management of interest rate risk, most of the securities in the investment portfolio had maturities
of less than three years at March 31, 2003 and the entire portfolio was maintained as available
for sale. As of March 31, 2003, the Company maintained a net unrealized gain of $535,000 on
the investment portfolio. Exhibit I-4 provides historical detail of the Company’s investment

portfolio.

The Company also maintains investments in mortgage-related securities, with the
portfolio consisting primarily of fixed rate collateralized mortgage obligations (“CMOs”)
guaranteed or insured by a federal agency. CMOs held by the Company also include obligations

ofprivate issuers. In addition, the Company’s investment in mortgage-related securities includes
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fixed rate pass-through securities that are guaranteed or insured by a federal agency. Mortgage-
related securities are generally purchased by the Company as a means to deploy excess liquidity
at more favorable yields than other investment alternatives that are consistent with Bank
- Mutual’s inves‘tmént philosophy. The mortgage-felated securities portfolio ranged from a low of
14.5 percent of assets at year end 1998 to a high of 22.0 percent of assets at March 31, 2003. As
of March 31, 2003, the Company’s portfolio of mortgagé-related securities totaled $626.4
million and a net unrealized gain of $8.7 million was maintained on the mortgage-related

securities portfolio.

Over the past five and one-quarter years, Bank Mutual’s funding needs have been
substantially met through retail deposits, internal cash flows, borrowings, retained earnings and
proceeds realized from the minority stock offering. From year end 1998 through March 31,
2003, the Company’s deposits increased at an annual rate of 10.6 percent. After declining
‘slightly in 1999, the Company has recorded deposit growth throughout the past three and one-
~ quarter years, with the most notable increase occurring in 2000 as the result of acquisition related
~ deposit grow”'th., Since year end 1998 deposit growth has substantially matched the Company’s |
asset growth, as total deposits equaled 74.7 percent and 75.3 percent of assets at year end 1998
and at March 31, 2003, respectively. In recent years, deposit growth for transaction and savings
accounts has been slightly stronger than CD growth, which has provided for an increase in the
concentration of transaction and savings accounts that comprise total deposits. Money market
accounts have represented the most significant growth area in transaction and savings accounts.
As of March 31, 2003, CDs equaled 60.6 pércent of total deposits and transaction and savings

accounts equaled 39.4 percent of total deposits.

Borrowings serve as an alternative funding source for the Company to support
management of funding costs and interest rate risk. The Company’s utilization of borrowings
peaked at year end 2000, equaling $567.6 million or 20.3 percent of assets. Since year end 2000
borrowings have declined steadily, as funds generated from deposit growth and the pay down of
the loan portfolio have in part been utilized to repay FHLB advances. As of March 31, 2003, the
Company maintained total borrowings of $329.8 million, which equaled 11.6 percent of assets.
FHLB advances have been the most prominent source of borrowing utilized by the Company and

at March 31, 2003 accounted for all of the Company’s borrowings.
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From year end 1998 through March 31, 2003, the Company’s equity incregsed at an
average annual growth rate of 14.7 percent. Over the same time period, tangible equi{y increased
at an average annual rate of 14.5 percent. The most significant capital growth was recorded in
2000, as the result of the completion of the fninority stock offering and shares issued for the
acquisition of First Northern. Net proceeds from the minority stock offering and issuance of
common stock for the acquisition of First Northern approximated $99 million. "Overall, the
Company’s equity-to-assets ratio increased from 9.4 percent at year end 1998 to 11.1 percent at
March 31, 2003. The Company’s tangible equity-to-assets ratio equaled 9.0 percent at March 31,
2003, versus a comparable ratio of 7.8 percent at year end 1998. The $7.8 million decline
reflected in the Company’s equity for the quarter ended March 31, 2003 was the result of stock
repurchases. The additional capital realized from the second-step conversion offering will serve
to strengthen the Company’s capital position and support the growth strategies contemplated in

its business plan.

Income and Expense Trends

Table 1.2 shows the Company’s historical income statements from the year ended
December 31, 1998 through the twelve months ended March 31, 2003. Eamings for the
Company over the past five and one-quarter years ranged from a loss of 0.24 percent of average
assets in 1999 to a high of 0.92 percent of average assets in 2002. The loss recorded in 1999 was
the result of a $15.6 million write-down of intangible assets that was deemed to be impaired. For
the twelve months ended March 31, 2003, the Company reported net income of $26.1 million or
0.91 percent of average assets. Net interest income and operating expenses represent the primary
components of the Company’s earnings, while non-interest operating income has been a
relatively limited source of earnings for the Company. The Company’s historically strong credit
quality has generally served to limit the impact of loss provisions on earnings. Gains realized
from the sale of fixed rate loans to the secondary market have become a more prominent
eamnings source for the Company in recent years, as the result of an increase in lending volume

for such loans.

Bank Mutual has maintained a relatively low net interest margin throughout the period

shown in Table 1.2, reflecting the Company’s emphasis on managing interest rate risk and credit
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risk at the expense of potentially realizing wider yield-cost spreads in certain interest rate
environments. Over the past five and one-quarter years, the Company’s net. interest income to
average assets ratio ranged from a low of 2.30 percent during 1999 to a high of 2.69 percent
during 2002. For the twelve rﬁonths ended March 31, 2003, the Company"s niet interest income
to average assets ratio equaled 2.66 percent. The comparatively higher net interest income ratios
maintained during 2002 and the most recent twelve month period has been facilitated by a
widening of the yield-cost resulting from the more immediate impact that the decline in short-
term interest rates has had on the Company’s funding costs relative to asset yields. Accordingly,
the Company’s net interest spread increased from 2.22 percent in 2001 to 2.49 percent for the
twelve months ended March 31, 2003. Over the same time period, the Company’s interest
income ratio declined by 115 basis points, versus a more significant decline of 131 basis points
in the interest expense ratio. While the Company’s net interest income ratio has been higher
during recent periods, the improvement has been somewhat limited by its interest rate risk
management strategies. In particular, the reduction in funding costs has been limited by the
Company’s strategy to reduce the interest rate sensitiﬁty of interest-bearing liabilities through
offering attraétive rates on long'er term CDs ka‘nd utilizing longer term fixed rate FHLB advances.
The Company’s historical net interest rate spreads and yields and costs are set forth in Exhibits I-
3 and I-5.

The Company began to experience compression in the net interest margin during the first
quarter of 2003, reflecting a more significant reduction in yield earned on interest-earning assets
relative to the decline in funding costs. In the current interest rate environment or if interest rates
decline further, the Company anticipates that it would experience further compression in the net
interest margin during 2003. Most notably, the loss of yield income resulting from accelerated
repayments of 1-4 family loans and mortgage-related securities is no longer being offset by a
comparable reduction in funding costs. The less significant reduction to be realized in funding
costs is in part attributable to the Company’s interest rate risk management strategies of
extending CD maturities and utilizing longer term fixed rate FHLB advances. Additionally, the
Company’s ability to realize further reductions in core deposit costs is limited, since current rates

paid on those accounts have already been reduced to near bottom levels.
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Non-interest operating income has been a fairly stable contributor to the Company’s
earnings over the past five and one-quarter years, ranging from a low of 0.37 .percent of average
assets during 2002 and for the twelve months ended March 31, 2003 to a high of 0.46 percént of
average assets dﬁring 1999. Service charges on deposits, brbkerage and insurance commissions
and miscellaneous other sources of income generated from retail and commercial services
constitute the pn'méry components of the Company’s non-interest operating income. In recent
years, service charges on deposits and brokerage and insurance commissions have been the
primary growth areas of non-interest income. In 2002 and for the twelve months ended March
31, 2003, non-interest operating income was negatively impacted by losses recorded in loan

related fees and servicing revenue due to impairment of mortgage servicing rights.

Operating expenses, inclusive of amortization of goodwill and intangibles, represent the
other major component of the Company’s earnings, ranging from a low of 1.87 percent of
average assets during 2002 and for the twelve months ended March 31, 2003 to a high of 2.75
- percent of average assets during 1999. The higher operating expense ratio indicated for 1999
was the result of a $15.6 million write-down of intangible assets that was deemed to be impaired.
Overall, the Company has maintained a relatively low level of operating expenses, which has
been achieved despite maintaining a relatively high number employees for the Company’s assets
size. As of March 31, 2003, the Company’s ratio of assets per full time equivalent employee
equaled $3.7 million, versus a comparable ratio of $4.6 million for all publicly-traded thrifts.
The Company’s lower assets per employee ratio is in part attributable to the staffing needs of its
relatively large network of banking offices. The Company recorded a slight decline in operating
expenses during 2002 and for the most recent twetlve month period compared to 2001, which was
the result of the smaller impact that amortization of goodwilVintangibles had on eamings due to
the change in accounting for goodwill. Following the conversion, the Company will be better

positioned to leverage operating expenses through further growth of the balance sheet.

Overall, the general trends in the Company’s net interest margin and operating expense
ratio since 1998 have resulted in an increase in the expense coverage ratio (net interest income
divided by operating expenses). The Company’s expense coverage ratio equaled 1.28 times
during 1998, versus a comparable ratio of 1.42 times during the twelve months ended March 31,

2003. The increase in the expense coverage ratio was realized through both a higher net interest
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income ratio and a lower operating expense ratio, with the reduction in the operatil_l_g expense
ratio attributable the change in accounting for goodwill in which goodwill is no longer amortized
but rather periodically tested for impairment. Comparatively, as the result of an increase in the
Company’s opefating expense ratio, exclﬁdin‘g amortization of goodwill and intangibles, and a
slight decline in non-interest operating as percent of average assets, Bank Mutual’s efficiency
ratio (defined as operating expenses, net of amortization of goodwill and intangibles, as a percent
of the sum of net interest income and non-interest operating income) of 61.1 percent for the
twelve months ended March 31, 2003 approximated the 61.8 percent efficiency ratio maintained
during 1998.

Loan loss provisions have had a fairly limited impact on the Company’s earnings over the
past five and one-quarter years, which has been supported by the Company’s favorable credit
quality. Over the past five and one-quarter years, loan loss provisions established by the
Company have not exceeded 0.03 percent of average assets. While an increase in non-
performing loans was experienced during 2002, the Company continued to maintain healthy
_ reserve coverage ratios. ~As of March 31, 2003, the Company maintaiﬁed allowance for loan
iosses of $13.0 million, equal to 151.9 percent of non-performing loans and 0.77 percent of net
loans receivable. Exhibit I-6 sets forth the Company’s allowance for loan loss activity during the

past five and one-quarter years.

The Company records gains on the sale of loans from the sale of fixed rate loans
originations to the secondary market. Most loans are sold with servicing retained. Gains
realized from the sale of loans were a larger source of earnings in 2002 and the most recent
twelve month period, as historically low mortgage rates supported a significant increase in the
‘Company’s lending volume for 1-4 family fixed rate loans. Gains on the sale of loans equaled
0.24 of average assets for the twelve months ended March 31, 2003, versus a comparable low of
0.02 percent of average assets during 2000. The Company recorded nominal gains from the sale
of investment securities during 1999 and 2002. The gains realized from the sale of investment
securities are viewed as non-recurring income, while gains generated from the sale of fixed rate
loan originations have been an ongoing activity for the Company. However, gains realized

through secondary market activities are subject to a certain degree of volatility as well, given the
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“dependence of such gains on the interest rate environment and resulting demand for longer term

fixed rate loans.

For the twelve months ended Ma’rchv31, 2003, the. Company’s effective tax rate equaled
33.0 percent which Was ‘comparable to prior years after giving effect for the goodwili
amortization expeﬁse that was not a taxable expense. The Company’s marginal effective tax rate
approximates 40.0 percent. The lower effective tax rates indicated for by the Corilpany reflect
certain tax advantages realized from lower tax rates applied for investments maintained in tﬁe

Company’s investment subsidiaries.

Interest Rate Risk Management

The Company implements a number of strategies to manage interest rates risk, pursuant
to which the Company secks to maintain an acceptable balance between maximizing yield
potential and limiting exposure to changing interest rates. Management of the Company"s

interest rate risk is conducted on an ongoing basis and is reviewed formally by the

" Asset/Liability Committee (“ALCO”) as needed. Bank Mutual utilizes monthly interest rate risk

exposure reports prepared intemally to monitor and analyze the effects that interest rate
movements will have on the balance sheet and on net interest income. Based on balance sheet
data as of March 31, 2003, a 200 basis point instantaneous and sustained rise in interest rates
would result in a 1.0 percent decline in Present Value of Equity (“PVE”), which is within
targeted limits as set forth by the Board. As of March 31, 2003, the Bank maintained a

cumulative one year gap to assets ratio of positive 11.1 percent (see Exhibit I-7).

The Company manages interest rate risk from the asset size of the balance sheet through
such strategies as lending diversification into loans that are primarily offered as short-term fixed
rate loans or adjustable rate loans with short-term repricing periods, emphasizing the origination
and retention of 1-4 family loans with adjustable rates or certain fixed rate loans with 15-year
terms, selling originations of certain 1-4 family 15- and 20-year fixed rate loans and all 30-year
fixed rate originations, maintaining investments as available for sale and emphasizing investment
in securities with short- and intermediate-term maturities of less than five years. As of March
31, 2003, of the total loans due after March 31, 2004, adjustable rate loans comprised 51.4
percent of the Company’s loan portfolio (see Exhibit I-8). On the liability side of the balance
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sheet, management of interest rate risk has been pursued through strategies such as reducing the
interest rate sensitivity of interest-bearing liabilities through utilizing fixed rate borrowings with
terms of more than one year, extendmg CD maturities in low interest rate environments through
offering attractive rates on certain longer term CDs, and emphas1zmg growth of less interest rate

sensitive and lower cost savings and transaction accounts.

Lending Activities and Strategy

The Company’s lending activities have traditionally emphasized 1-4 family permanent
mortgage loans and 1-4 family permanent mortgage loans continue to comprise the largest
concentration of the loan portfolio. Beyond 1-4 family loans, lending diversification by the
Company includes commercial real estate, multi-family, commercial business, consumer,
construction and development loans. Going forward, the Bank’s lending strategy is to place a
greater emphasis on the origination of consumer loans, particularly home equity loans,
commercial real estate loans and commercial business loans, although the origination of 1-4
famlly permanent mortgage loans is expected to remain as the Company s most prominent
lending activity. However, it 1s anticipated that growth of the 1-4 family portfolio will continued
to be slowed by the sale of a large portion of fixed rate originations, thereby providing for a
gradual shift in the Company’s loan portfolio composition towards higher concentrations of
consumer loans, commercial real estate loans and commercial business loans and a resulting
lower concentration of 1-4 family loans. Exhibit I-9 provides historical detail of Bank Mutual’s
loan portfolio composition over the past five and one-quarter years and Exhibit I-10 provides the

contractual maturity of the Company’s loan portfolio by loan type as of March 31, 2003.

Bank Mutual oﬁginates both fixed rate and adjustable rate 1-4 family permanent
mortgage loans, retaining all ARM loans and selling most fixed rate loans. The Bank typically
sells all 30-year fixed rate originations, while retaining a portion of originations with terms of 20
years or less. Loans are generally sold with servicing retained by the Bank. Bank Mutual offers
ARM loans that adjust every one, three or five years and are indexed to the comparable term
U.S. Treasury Constant Maturity Index or the National Monthly Median Cost of Funds for SAIF
insured institutions. After the initial repricing period, ARM loans convert to a one-year ARM

loan for the balance of the mortgage term. Some of the ARM loans are granted with conversion
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options, which provide terms for a limited period early in the term of the ARM loan that allows
the borrower to convert the mortgage loan to a fixed rate mortgage loan. The substantial portion
of the Bank’s 1-4 family permanent mortgage loans are underwritten to secondary market
standards spec‘iﬁed by Fannie Mae or Freddie Mac. As of March 31, 2003, the Bank's 1-4 farﬁily '
permanent mortgage loan portfolio totaled $823.6 million or 46.9 percent of total loans

outstanding.

Construction loans originated by the Company consist of loans to finance thé
construction of 1-4 family residences, as well as multi-family and commercial real estate
properties. The Company's 1-4 family construction lending activities consist of construction
financing for construction/permanent loans and are offered on comparable terms as permanent
mortgage loans. Construction commercial real estate and multi-family loans are generally
originated as construction/permanent loans and are subject to the same underwriting criteria as
required for permanent mortgage loans, as well as submission of completed plans, specifications
and cost estimates related to the proposed construction. Construction loans require the payment
_of interest only during the construction period. Development loans _c‘onstitu‘teAa minor area of’
lending diversification for the Company, consisting of the financing of local properties that will
be used for residential and commercial development. As of March 31, 2003, Bank Mutual’s
outstanding balance of construction and development loans totaled $117.9 million or 6.7 percent

of total loans outstanding.

The balance of the mortgage loan portfolio consists of commercial real estate and multi-
family loans, which are substantially collateralized by Wisconsin-based properties. Bank Mutual
originates commercial real estate and multi-family loans up to a maximum loan-to-value ratio of
80.0 percent and requires a minimum debt-coverage ratio of 1.2 times for commercial real estate
loans and 1.1 times for multi-family loans. Loan terms typically provide for up to 25-year
amortizations and are offered as fixed rate, ARM and balloon loans. Balloon loans generally are
amortized on a 15 to 25 year basis with a typical balloon provision of three to ten years. In light
of the higher credit risk associated with commercial real estate and multi-family loans, loan rates
offered on those loans are at a premium to the Company’s 1-4 family loan rates. Properties
securing the commercial real estate and multi-family loan portfolio consist primarily of office

buildings, warehouses, retail properties, commercial condominiums, mixed-use properties,
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“industrial buildings and apartment buildings. As of March 31, 2003, the commercial real estate

and multi-family loan portfolio totaled $311.1 million or 17.7 percent of the total loan portfolio.

At March 31,.2003, the largest outstanding loan on a multi-family property was $12.0 |
millibn on a 148 unit apartment préject located in Oak Creek, Wisconsih. At the same date, the
largest outstanding loan on a commercial real estate property was $21.7 million on a retail/office
building complex located in Brookfield, Wisconsin. Both loans were current and Iz;erforming in

accordance with their terms, at March 31, 2003.

Diversification into non-mortgage lending consists of consumer loans, as well as
commercial business loans. Home equity loans represent the primary component of the
consumer loan portfolio, which consist of amortizing loans and lines of credit. Fixed rate home
equity loans are amortized for terms ranging from three to fifteen years. Adjustable rate home
equity loans currently have a fixed rate for three years then adjust annually or monthly
depending upon the offering, with amortization terms of up to twenty years. Home equity lines
of credit are tied to the prime rate and are offered for terms of up to ten years. Home equity lines
of crédit require a minimum monthly‘payment of interest only or the- greétér of $100 or 15
percent of the month end balance. The Company will lend up to maximum loan-to-value ratio of
100 percent of the combined balance of the home equity loan or line of credit and the first lien.
As of March 31, 2003, the Company maintained $239.8 million of amortizing home equity loans

and $77.5 million of home equity lines of credit.

Beyond home equity loans, the consumer loan portfolio consists primarily of auto loans.
As of March 31, 2003, the Company maintained auto loans totaling $64.9 million, most of which
consisted of indirect auto loans. The indirect auto loan portfolio is primarily generated through
the Company’s 50 percent ownership interest in Savings Financial Corporation (“SFC”), which
purchases indirect auto loans from Wisconsin-based dealerships and sells them either to Bank
Mutual or the other equity partner. SFC underwrites and services the loans. Other consumer
loans held by the Company consist of student loans, loans secured by deposits, various other
types of direct installment loans, and unsecured credit card balances. Growth of the consumer
loan portfolio is currently an area of lending emphasis for the Company, with most of the growth

projected to be realized in home equity loans and home equity lines of credit. As of March 31,
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2003, the Bank’s consumer loan portfolio totaled $432.5 million or 24.6 percent of total loans

outstanding.

- The Company offers commercial business loans and lines of credit to small and medium
sized companies in ité market area. Commercial business ioané offered by the Company consist
of floating rate loéns indexed to the prime rate and fixed rate loans for terms of up to seven
years. Fixed rate loans are generally priced at a margin over the yield on U.S. Tréasury issues
with maturities that correspond to the maturities of the loan. The commercial business loaﬁ
portfolio consists substantially of loans that are secured by business assets and personal assets,
while the portfolio also includes a minor amount of unsecured loans for purposes of working
capital and other general business purposes. The commercial business loan portfolio includes
loans to businesses for equipment purchases, working capital lines of credit, debt refinancing,
SBA loans and domestic stand-by letters of credit. Commercial business lending is a desired
lending growth area for the Company. To facilitate the planned commercial lending growth, the
Company recently hired a Vice President who has significant experience in local commercial
~ lending managcment to ovérsee the Bank’s commercial business lending activities. As of March
31, 2003, Bank Mutual’s outstanding balance of commercial business loans totaled $70.9 million

or 4.0 percent of total loans outstanding.

Exhibit I-11 provides a summary of the Company’s lending activities over the past three
and one-quarter years. The Company’s lending volume has increased significantly since 2000,
which has been in part supported by the additional loan generation that was provided by the
acquisition of First Northern. The increase in lending volume has also been supported by
historically low mortgage rates, which has facilitated a surge in demand for residential loans both
with respect to financing new home purchases and construction and refinancing of existing
mortgages. Total loan originations increased from $354.8 million in 2000 to $1.2 billion for the
twelve months ended March 31, 2003, with most of the increase attributable to increased
originations of mortgage loans. Mortgage loan originations accounted for $863.2 million or 71.7
percent of the Company’s total loan volume for the twelve months ended March 31, 2003, versus
comparable measures of $189.7 million or 53.5 percent during 2000. Notwithstanding the
dramatic increase experienced in the Company’s loan volume, loan portfolio growth has been

slowed by accelerated repayments that has resulted from borrowers refinancing into lower rate
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loans and the sale of most originations of fixed rate 1-4 family mortgage loans to the secondary
market. In fact, loans receivable declined during 2002, as the result of the pay down of the 1-4
- family loan portfolio. With the exception of loans acquired in connection with the acquisition of
Fifst Northern, the'Conipany has puichased only a minor amount of loans during the past three
and one-quarter years. Such purchases consist of 1-4 family loans secured by residences in

Wisconsin and other nearby Midwestern states.

Asset Quality

The Company’s historical 1-4 family lending emphasis and credit risk management
strategies have generally supported favorable credit quality measures. Over the past five and
one-quarter years, Bank Mutual’s balance of non-performing assets ranged from a low of 0.14
percent of assets at year end 2001 to a high of 0.55 percent of assets at year end 1998. As of
March 31, 2003, non-performing assets-to-total assets equaled 0.33 percent. The increase in
non-performing assets since 2001 has been the result of a rise in commercial loan delinquencies,
which management believes has been mostly attributable to the general decline in economic
conditions. Non-accruing commercial business loans totaling $5.2 million accounted for 60.3
percent of the Company’s total balance of non-performing loans at March 31, 2003. As shown
in Exhibit I-12, the Company’s balance of non-performing assets at March 31, 2003 consisted of
$7.6 million of non-accruing loans, $941,000 of accruing loans delinquent 90 days or more and

§741,000 of foreclosed properties and repossessed assets.

To track the adequacy of valuation allowances, Bank Mutual has established detailed
asset classification policies and procedures which are consistent with regulatory guidelines. The
| appropriateness of the allowance is reviewed monthly by senior management based upon its
evaluation of then-existing economié and business conditions affecting the key lending areas of
the Company. Other outside factors such as credit quality trends, collateral values, loan volumes
and concentrations, specific industry conditions within portfolio segments and recent loss
experience in particular segments of the portfolio that existed as of the balance sheet date and the
impact that such conditions were believed to have had on the collectibility of the loan are also
considered. The Board of Directors also reviews the loan loss allowances compared to the

relative size of the portfolio on at least a quarterly basis. As of March 31, 2003, the Company’s
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allowance for loan losses was $13.0 million, which equaled 151.9 percent of non-performing

loans and 0.77 percent of net loans receivable.

Funding Composition and Strategy

Deposits have consistently served as the Company’s primary source of funds and at
March 31, 2003 deposits accounted for 86.7 percent of Bank Mutual’s iﬁterest-bearing funding
composition. Exhibit I-13 provides historical detail of the Company’s deposit composition for
the past five and one-quarter years. CDs comprise the Jargest component of the Company’s
deposit composition, with the current CD composition reflecting a slightly higher concentration
of short-term CDs (maturities of one year or less). As of March 31, 2003, the CD portfolio
equaled $1.3 billion or 60.6 percent of total deposits. As of March 31, 2003, 54.0 percent of total
CDs mature in one year or less. Jumbo CDs (CD accounts with balances of $100,000 or more)
equaled $169.1 million or 13.0 percent of total CDs (see Exhibit I-14). The Company held $17.6
million of brokered CDs at March 31, 2003.

Lower cost savings and transaction accounts comprise.the balance of the Company’s
deposit composition, with such deposits equaling $845.4 million or 39.4 percent of total deposits
at March 31, 2003. Money market accounts comprise the largest component of the Company’s
transaction and savings account balance, equaling $352.1 million or 41.6 percent of total
transaction and savings accounts at March 31, 2003. Money market accounts have also
represented the strongest source of growth in the Company’s transaction and savings accounts
during the past two and one-quarter years, which has provided for a slight increase in the level of
transaction and savings accounts that comprise total deposits. Transaction and savings accounts
equaled 37.6 percent of total deposits at year end 2000, as compared to the 39.4 percent ratio
maintained at March 31, 2003. Growth of money market accounts has been in part facilitated by
the low interest rate environment, as the general decline in CD rates has increased depositor

preference to hold funds in liquid transaction accounts.

Borrowings serve as an alternative funding source for the Company to support
management of funding costs and interest rate risk. As of March 31, 2003, the Company
maintained total borrowings of $329.8 million, which consisted entirely of FHLB advances.

FHLB advances consist of fixed rate instruments, most of which mature in more than one year at
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March 31, 2003. The Company’s other borrowings consist of short-term borrowed deposits from

the Federal Reserve Bank. Exhibit I-15 provides detail of the Company’s borrowing activities
during the past three and one-quarter years.

Subsidiaries of the Bank

The Bank maintains five active subsidiaries for purposes of managing investments and
providing customer services. A summary description of each of the Bank’s active subsidiaries is
set forth below.

Lake Financial and Insurance Services, Inc. (“Lake Financial”), a wholly-owned

subsidiary of the Bank, provides investment and insurance services to both the Bank’s customers
and the general public. Investment services include tax deferred and tax free investments,
mutual funds, and government securities. Personal insurance, business insurance, life and

disability insurance and mortgage protection products are also offered by Lake Financial.

Mutual Investment Corporation, a wholly-owned subsidiary of the Bank, owns and

manages part of the Bank’s 1nvestment ponfoho

First Northern Investments, Inc., a wholly- owned subs1d1ary of the Bank owns and

manages part of the Bank’s investment and loan portfolios.

MC Development LTD, a wholly-owned subsidiary of the Bank, is involved in land

development and sales. It owns two parcels of undeveloped land consisting of 15 acres in Brown

Deer, Wisconsin and 318 acres in Oconomowoc, Wisconsin.

Savings Financia]l Corporation (“SFC”), 50 percent owned by the Bank and 50 percent

owned by another financial institution, originates, sells and services indirect automobile loans.
SFC sells the loans on a regular basis to First Northern Investments, Inc. or the Bank, but retains

the servicing rights in the loans.

In addition, the Bank has five wholly-owned subsidiaries that are inactive but will
continue to be wholly-owned subsidiaries for possible future use in a related or other area.
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Legal Proceedings

The Company is periodically involved in routine legal proceedingé occurring in the
ordinary course of business which, in the aggregate, involve amounts which are believed by

management to be immaterial to the Company’s financial condition and results of operations.
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II. MARKET AREA

Introduction

Bank Mutual maintains 69 banking offices located in 28 counties in Wisconsin and one
banking office in Woodbury, Minnesota. The Company is headquartered and maintains its
largest concentration of banking offices in the Milwaukee metropolitan area, which includes
Milwaukee, Waukesha, Ozaukee, and Washington counties. There are 18 banking offices in this
area, with an additional office expected to be opened in the fourth quarter of 2003. The
Company maintains 21 banking offices in nine northeastern counties, which includes the city of
Green Bay, 19 banking offices in the northwestern part of Wisconsin and four banking offices in
the Madison area, which is the state capital of Wisconsin. Overall, counties in which Bank
Mutual maintains a banking office presence account for 66 percent of Wisconsin’s population.

Exhibit II-1 provides information on the Company’s office facilities.

The primary market aréa includes'a mixture of rural, suburban and urban markets, with
the Milwaukee MSA being the most populous and more urban of the markets served by the
Company’s banking offices. Given the statewide presence of the banking office network, the
market area served by the Company has a fairly diversified economy, with services,
wholesale/retail trade, manufacturing, and state and local government constituting the basis of
the Wisconsin economy. Consistent with the national economy, the Wisconsin economy has
experienced a slow down as well during the past two years. However, the low interest rate
environment has supported a strong housing market and a resulting high demand for residential
loans, both with respect to financing new home purchases and construction and refinancing of
existing mortgages. The Company’s competitive environment includes a large number of thrifts,
commercial banks, credit unions and other financial services companies, some of which have a

regional or national presence.

Future business and growth opportunities will be partially influenced by economic and
demographic characteristics of the markets served by the Company, particularly the future
growth and stability of the regional economy, demographic growth trends, and the nature and
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intensity of the competitive environment for financial institutions. These factors outlined herein

have been taken in account regarding their relative impact on value.

National Economic Factors

The future success of the Company’s operations is partially dependent ﬁpon various
national and local economic trends. In assessing economic trends over the past year, economic
data at the beginning of the second quarter of 2002 provided indications that the economic
recovery was tapering off, based on a slower rate of expansion in the manufacturing sector and a
decline in construction activity. However, consumer spending remained strong in the second
quarter as evidenced by a surge in retail sales. Likewise, the lower interest rate continued to

support strong demand for housing in the second quarter.

Indications that the economy’s recovery was weakening became more pronounced at the
- beginning of the third quarter of 2002. Manufacturing activity declined and a decline in
consumer confidence translated into soft retail sales. Notwithsﬁnding'the decline in consumer
confidence and weak labor market, consumer spending remained strong in the third quarter for
purchases of homes and cars. However, consumer confidence fell to a nine-year low at the
beginning of the fourth quarter, reflecting the impact of stock market losses, war fears and a
sagging economic recovery. The economy generally grew slowly through the end of 2002, while
business spending in all sectors continued to be limited. Job growth was also negatively
impacted by the curtailment in business spending, as the national unemployment rate reached an
eight-year high of 6.0 percent in November 2002. Led by more cuts in the manufacturing sector
employment contracted further in December 2002, while GDP growth in the fourth quarter of
2002 slowed to an annual rate of 1.1 percent. Despite the slumping economy, historically low

mortgage rates continued to support a strong housing market for the fourth quarter of 2002.

Economic data for January 2003 'suggested that the economy was starting to improve, as
the U.S. unemployment rate fell to a three-month low of 5.7 percent. Also, retail sales and
manufacturing activity for January showed unexpected strength, although prospects for future
growth remained uncertain as the February consumer sentiment index dropped to a nine-and-a-

half year low. War fears and higher energy prices cast a pall over the economy in February, as
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jobless claims rose to a two-month high and retail sales declined. Housing starts dropped sharply
in February, because of bad weather and war worries. Employment data further signaled that the
_‘ economic recovery was faltering, as the U.S. economy suffered a worse-than-expected decline in
payrolls in March. Notwithstanding the loss of jobs in March, the U.S. unemployment rate for
March remained steady at 5.8 percent. Overall, the national economy grew at a 1.6 percent
aﬁnual rate in the first quarter, as growth in consumer spending slowed and corhpanies cut both

capital spending and inventory restocking.

The beginning of the second quarter of 2003 provided mixed economic signals. Initial
jobless claims hit a one-year high in late-April, but consumer sentiment also edged higher in
April. Despite the improvement in consumer sentiment, which was expected to support an
increase in spending, the outlook for job growth remained dim. Job losses continued in April for
the third month in a row and the April national unemployment rate rose to 6.0 percent. The
manufacturing sector also continued to struggle in April, as industrial production declined for the

second straight month and factorieé were operating at their lowest rate in 20 years.

In terms of interest rate trends over the past year, interest rates eased lower at the
beginning of the second quarter of 2002 as the economic recovery showed signs of faltering. At
its early-May meeting, the Federal Reserve left rates at a 40-year low, stating that the risks of
economic weakness and inflation were equally balanced. The mild downward trend in interest
rates continued through the end of the second quarter, as selling pressure in stocks and political
turmoil abroad further added to the attractiveness of U.S. Treasuries as a safe investment
alternative. The extended sell-off in the stock market and indications of a weakening economic
recovery provided for further easing of interest rates during most of the third quarter, with the
yield on the 10-year U.S. Treasury note falling below 4.0 percent for the first time in 40 years in
early-September 2002.

Interest rates settled below four percent through the balance of the third quarter and into
the beginning of the fourth quarter of 2002, as the Federal Reserve elected to hold interest rates
steady at its late-September meeting but hinted at the possibility of lowering rates in the fourth
quarter. The yield on the 10-year bond moved back above 4.0 percent in mid-October, due to a

recovery in the stock market. However, bond prices strengthened in late-October, primarily on
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the basis of more weak economic data and growing expectations of an interest rate cut by the
Federal Reserve. An unexpectedly large half a percentage point rate cut by the Federal Reserve
and a sell-off in the stock market serv'edvto éxténd the bond market fally into early-November. |
Interest rates edged higher in late-November and eafly—December, as investors shifted more
money to stocks frém bonds. Bond prices strengthened at the close of 2002, with the yield on
the 10-year U.S. Treasury note falling back below 4.0 percent. The struggling economy and
growing geopolitical concems were noted as factors that contributed to the rebound in bond

prices.

A rally in the stock market pushed interest rates higher at the beginning of 2003, although
bond prices recovered in late-January on more soft economic data and a decline in stocks. The
Federal Reserve left rates unchanged at its late-January meeting, indicating that the risks between
weakness and inflation were balanced. Despite signs of a strengthening economy, Treasury
prices moved higher in mid-February on the threat of war with Iraq and a downward trend in
stocks. Signs of a stalling economic recovery and a sell-off in eqﬁities extended the doWnWard
trend in intéreét rates through early-March, sending U.S. Treashry yields to their lowest level
since 1958. Comparatively, interest rates moved higher in mid-March, as stocks rallied sharply
higher on expectations of a quick and decisive U.S. led strike on Iraq. The Federal Reserve left
rates unchanged at its mid-March meeting, signaling uncertainty of the current strength of the
economy due to the Iraq conflict. Bond prices strengthened in late-March, as weak economic
data and fears that the war in Iraq could be longer and more difficult than initially anticipated

served to push the yield on the 10-year Treasury back below 4.0 percent.

Treasury prices moved lower at the beginning of the second quarter of 2003, as the bond
market ignored weak economic data and focused mainly on news of U.S. war successes in Iraq
that sparked a rally in stocks. Weak economic data provided support for Treasury prices in mid-
April, as the yield on the ten-year U.S. Treasury note stabilized at slightly below 4.0 percent
through the end of April. The Federal Reserve concluded to leave short-term interest rates
unchanged at its meeting in early-May. However, in a major shift, the central bank signaled that
it may cut rates later to ward off the possibility of deflation, which served to boost Treasury

prices following the Federal Reserve meeting. Amid more signs of economic sluggishness and
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growing concerns of deflation, Treasury yields plunged to their lowest levels in 45 yea._rs in mid-
May. As of May 16, 2003, one- and ten-year U.S. Treasury bonds were yielding 1.14 percent
and 3.48 percent, respectively, versus compafable year ago rates of 2.27 percent and 5.19

percent. Exhibit II-2 provides historical interest rate trends from 1995 through May 16, 2003.

Market Area Demographics

Demographic and economic growth trends, measured by changes in population, number
of households, age distribution and median household income, provide key insight into the health
of the Company’s market area (see Table 2.1). Since 1990, the primary market area counties
served by the Company have exhibited mixed growth characteristics és measured by population
and household growth. Milwaukee County, which has the largest population among the primary
market area counties, posted a decline in population from 1990 to 2001. Comparatively, Brown
County has experienced relatively strong population growth during the past eleven years,
exceeding the comparable growth rates for Wisconsin and the U.S. Milwaukee County’s
negative population growth rate can be attributed to 2 general trend of urban flight into nearby
suburban markets. Evidence of this is highlighted by the above average population growth
experienced in Waukesha County, which is part of the Milwaukee MSA. Other market area
counties that have recorded strong increases in population include Calumet (northeastern
county), Columbia (Madison area), Dane (Madison area), Outagamie (northeastern county), Polk
(northwestern county), Saint Croix (northwestern county), and Washburn (northwestern county).
Household growth trends for the market area counties generally paralleled population growth,
with the strongest household growth realized in the same counties that have recorded the higher
population growth rates. Projected population and household growth trends for the primary
market area counties are not expected to vary materially from recent historical trends, although
consistent with state and national trends most of the primary market area counties are projected

to experience a slower rate of population growth over the next five years.

Income levels in the market area tend to reflect the nature of the markets served, with
higher income levels generally indicated for the faster growing and more metropolitan areas

served by Bank Mutual. Median household income was the highest in Waukesha County, which
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Population
UNITED STATES

Wisconsin

Barron County
Brown County
Calumet County
Chippewa County
Columbia County
Dane County
Dodge County
Door County

Dunn County

Eau Claire County
Fond du Lac County
Green Lake County
Manitowoc County
Marinette County
Milwaukee County
Outagamie County -
Ozaukee County
Pierce County

Polk County

Rock County

Saint Croix County
Sawyer County
Shawano County
Sheboygan County
Washburn County
Waukesha County
Waupaca County
Winnebago County

Table 2.1
Bank Mutual Corporation
Summary Demographic Information

Year Growth Rate Growth Rate
1990 gﬂ : 2006. 1990-2001 2001-2006
(%) (%)
248,709,873 285,412,400 302,194,564 1.3% 1.1%
4,891,769 5,408,886 5,587,344 0.9% L, 0.7%
40,750 45,356 46,952 1.0% 0.7%
194,594 229,527 240,562 1.5% 0.9%
34,291 41,313 44,343 . 1.7% 1.4%
52,360 55,745 57,449 0.6% 0.6%
45,088 53,317 56,862 1.5% 1.3%
367,085 431,227 450,587 1.5% 0.9%
76,559 86,851 91,475 1.2% 1.0%
25,690 28,290 29,334 0.9% 0.7%
35,909 40,272 41,784 1.0% 0.7%
85,183 93,926 97,029 0.9% 0.7%
90,083 97,662 99,305 0.7% 0.3%
18,651 19,082 19,036 0.2% 0.0%
80,421 83,028 83,589 0.3% 0.1%
40,548 43,557 44,255 0.7% 0.3%
959,275 938,494 926,602 -0.2% -0.3%
140,510 - 163,761 174,644 L 1.4% 1.3%
72,831 83,069 " 85971 1.2% 07% .
32,765 37,336 39,529 1.2% 1.1%
34,773 42,229 45917 1.8% 1.7%
139,510 153,341 156,929 0.9% 0.5%
50,251 65,610 75,174 2.5% 2.8%
14,181 16,346 16,846 1.3% 0.6%
37,157 41,322 43,638 1.0% 1.1%
103,877 113,267 115,622 0.8% 0.4%
13,772 16,349 17,565 1.6% 1.4%
304,715 365,909 388,722 1.7% 1.2%
46,104 52,224 54,284 1.1% 0.8%
140,320 158,075 163,339 1.1% 0.7%
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Households

UNITED STATES
Wisconsin

Barron County
Brown County
Calumet County
Chippewa County
Columbia County
Dane County
Dodge County
Door County

Dunn County

Eau Claire County
Fond du Lac County
Green Lake County
Manitowoc County
Marinette County
Milwaukee County
Outagamie County
Ozaukee County
Pierce County

Polk County

Rock County

Saint Croix County
Sawyer County
Shawano County
Sheboygan County
Washburn County
Waukesha County
Waupaca County
Winnebago County

Table 2.1(continued}

Bank Mutual Corporation
Summary Demographic Information

Year Growth Rate  Growth Rate

1890 2001 2008 - 1990-2001 2001-2006
(%) (%)

91,947,410 107,079,466 113,737,320 1.4% 1.2%
1,822,118 2,107,669 2,194,543 1.3% 0.8%
15,435 18,063 18,877 1.4% 0.9%
72,280 88,585 93,553 1.9% 1.1%
11,772 15,220 16,543 2.4% 1.7%
19,077 21,643 22,546 1.2% 0.8%
16,868 20,835 22,451 1.9% 1.5%
142,786 175,848 185,128 1.9% 1.0%
26,853 31,907 34,097 1.6% 1.3%
10,066 12,025 12,656 1.6% 1.0%
12,250 14,532 15,240 1.6% 1.0%
31,282 36,238 37,798 1.3% 0.8%
32,644 37,196 38,218 1.2% 0.5%
7,189 7,717 7,768 0.6% 0.1%
30,112 32,882 33,440 0.8% 0.3%
15,5842 . 17,726 18,247 1.2% 0.6%
373,048 377,502 373,884 0.1% -0.2%
50,527 61,764 66,478 1.8% 1.5%
25,707 31,252 32,686 1.8% 0.9%
11,011 13,254 14,210 1.7% 1.4%
13,056 16,657 18,262 2.2% 1.9%
52,252 59,123 60,829 1.1% 0.6%
17,638 24,409 28,277 3.0% 3.0%
5,569 6,719 6,990 1.7% 0.8%
13,775 16,121 17,206 1.4% 1.3%
38,592 43,808 45,213 1.2% 0.6%
5,456 6,752 7,317 2.0% 1.6%
105,990 137,785 148,492 2.4% 1.5%
17,037 20,107 21,086 1.5% 1.0%
53,216 61,829 64,371 1.4% 0.8%
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Median Household Income($)

UNITED STATES
Wisconsin
Barron County
Brown County
Calumet County
Chippewa County
Columbia County
Dane County
Dodge County
Door County
Dunn County
Eau Claire County
Fond du Lac County
Green Lake County
Manitowoc County
Marinette County

- Milwaukee County
Qutagamie County
Ozaukee County
Pierce County
Polk County
Rock County
Saint Croix County
Sawyer County
Shawano County
Sheboygan County
Washburn County
Waukesha County
Waupaca County
Winnebago County

Bank Mutual Corporation

Table 2.1(continued)

Summary Demegraphic Information

Year Growth Rate Growth Rate

1990 2001 2006 - 1990-2001 2001-2006 -

‘ (%) (%)

$29,199 $41,368 $46,878 3.2% . 2.5%
29,519 42,226 46,111 3.3% 1.8%
22,073 35,260 37,732 4.4% 1.4%
32,544 45,465 51,048 3.3% 1.9%
32,643 48,577 53,600 3.7% 2.0%
25,823 38,301 41,889 3.6% 1.8%
26,514 39,006 42,443 3.6% 17%
32,131 48,793 55,469 3.9% 2.6%
27,987 40,107 45170 3.3% 2.4%
26,483 39,958 43,591 3.8% 1.8%
22,903 35,752 38,531 4.1% 1.5%
25,801 40,583 44,402 4.2% 1.8%
30,449 42,375 46,526 3.1% 1.9%
22,885 37,447 40,956 4.6% 1.8%
27,453 39,597 43,154 3.4% 1.7%
21,823 36,288 . 39,240 47% 1.6%
20,178 39,440 . 40,963 2.8% 0.8%
31,859 46,405 51,003 3.5% 1.9%
45,861 58,609 65,323 2.3% 2.2%
29,280 41,247 45,243 3.2% 1.9%
22,893 37,243 40,681 4.5% 1.8%
32,724 40,966 44,848 21% 1.8%
34,725 50,258 55,754 3.4% 2.1%
17,616 35,200 37,684 6.5% 1.4%
22,723 34,755 37,190 3.9% 1.4%
30,981 40,739 44,561 2.5% 1.8%
19,974 35,418 38,058 5.3% 1.4%
44,791 64,381 67,044 3.4% 0.8%
25,542 37,492 40,976 3.6% 1.8%
30,436 44,079 49,188 3.4% 2.2%"
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- Table 2.1(continued)
Bank Mutual Corporation
Summary Demographic Information

Year Growth Rate Growth Rate
1990 2001 2008 1990-2001 .2001-2006
o %) (%)

Per Capita income ($)
UNITED STATES $13,179 $21,033 — 4.3% . -
Wisconsin 12,666 20,499 — 4.5% —
Barron County : 9,746 16,921 —_— 5.1% —
Brown County 13,437 22,075 - 4.6% —
Calumet County 12,652 21,408 — 4.9% -
Chippewa County 11,006 17,942 — 4.5% —
Columbia County 11,188 18,455 — 4.7% —
Dane County 14,327 23,852 —— 4.7% —
Dodge County 11,174 17,879 - 4.4% —
Door County 12,069 20,809 — 5.1% —_
Dunn County 9,397 15,963 — 4.9% —
Eau Claire County 11,015 19,674 -— 5.4% -
Fond du Lac County 12,443 19,787 — 4.3% -
Green Lake County 10,522 18,476 — 5.3% —
Manitowoc County 11,692 19,313 —— 4.7% —
Marinette County 9,718 18,224 — 5.9% -
Milwaukee County . 13,075 19,881 —_— 3.9% S
Qutagamie County o 12,881 21,328 — 4.7% : —
Ozaukee County 17,739 28,109 — 4.3% ——
Pierce County 11,458 18,115 — 4.3% -
Polk County 10,011 17,953 - 5.5% -
Rock County 13,599 19,707 - 3.4% —
Saint Croix County 13,435 22,274 — 4.7% -
Sawyer County 8,491 18,305 — 7.2% -—
Shawano County 10,105 16,329 — 4.5% -
Sheboygan County 12,874 19,414 — 3.8% —
Washburn County 9,390 17,877 — 6.0% —
Waukesha County 16,977 28,570 — 4.8% —
Waupaca County 16,977 17,803 — 0.4% —_

Winnebago County 13,062 21,226 - 4.5% —
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2001 HH Income Dist.(%)

UNITED STATES
Wisconsin

Barron County
Brown County
Calumet County
Chippewa County
Columbia County
Dane County
Dodge County
Door County

Dunn County

Eau Claire County
Fond du Lac County
Green Lake County
Manitowoc County
Marinette County
Milwaukee County
Outagamie County
Ozaukee County
Pierce County

Polk County

Rock County

Saint Croix County
Sawyer County
Shawano County
Sheboygan County
Washburn County
Waukesha County
Waupaca County
Winnebago County

Source: ESRI BIS

Table 2.1(continued)
Bank Mutual

Summary Demographic Information

Less Than
$15,000

16.3
14.1
18.00
12.40
9.50
15.30
14.70
11.90
14.20
14.00
18.30
15.90
12.80
16.00
14.80
17.50

15.90

10.90

6.90
14.90
16.40
15.30
10.10
19.70
18.50
14.80
18.30

6.00
16.00
13.00

$15,000 to
24,999

13.4
13.3
17.40
11.90
11.80
15.70
15.70
8.50
15.10
15.60
16.40
13.70
13.90
16.30
15.10
16.50
13.00
12.20

8.70 -~

13.80
16.40
14.00
11.20
16.90
17.60
14.20
17.60

8.10
16.20
12.80

$25,000 to

$49.999

29.1

31.0
32.80
29.30
30.10
32.80
32.80
30.80
32.60
32.10
32.50
30.40
31.80
32.70
32.10
32.20
33.70
30.70
25.20
30.80
32.30
30.70
28.30
30.30
32.70
31.580
31.60
21.60
32.60
30.60

$50,000t0 - $100,000 to
$99.999 $149.999  $150.000+
29.1 7.8
33.0 6.0 2.7
27.60 3.00 1.20
35.60 7.30 3.50
37.90 7.50 3.20
30.90 3.80 1.50
31.00 4.00 1.70
38.40 7.00 3.30
32.00 4.40 1.80
31.10 5.00 2.20
27.80 3.70 1.30
31.60 5.90 2.40
33.60 5.50 2.40
29.80 3.70 1.60
31.10 4.90 2.00
28.50 3.80 1.60
29.90 5.40 2.20.
36.00 7.00 3.10.
39.60 . - 11.80 7.80
32.80 5.30 2.30
29.50 3.80 1.70
32.00 5.60 2.50
38.70 7.90 3.80
27.20 4.00 1.90
27.20 2.90 1.10
32.20 5.00 2.30
27.50 3.50 1.50
44.60 12.90 6.80
29.90 3.80 1.50
34.40 6.50 2.80

4.4
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is a suburb of Milwaukee. Median household and per capita income measures for Bro_v;n County
~further highlight thc attractiveness of that market area, as both measures exceeded the
comparable measufes for the U.S. and Wisconsin. Growth in household income is projected to -
continue over the next five years throughout the primary market area, although, consistent with
the U.S. and Wisconsin, the rate of growth is generally projected to be less compared to the 1990
to 2001 time period. Household income distribution measures further imply that the primary
market area is represented by all income levels, with the Milwaukee and Green Bay metropolitan

areas constituting some of the more affluent markets served by the Company.

In summary, the demographic characteristics of the primary market area are considered to
be conducive for facilitating loan and deposit growth. Additionally, growth may also be realized
through acquisitions of financial institutions or other providers of financial services, although

there are currently no acquisitions under consideration by the Company.

" Regional Economy

The markets served by the Company’s network of banking offices are represented by a
fairly diverse cross section of employment sectors. Manufacturing plays a major role in the
economies of both the Milwaukee and Green Bay metropolitan areas. Services and trade also
constitute major employment sectors throughout the markets served by the Company. Overall,
the Company serves a fairly broad-based economy, which somewhat mitigates the risk
associated with a decline in any particular economic sector or industry. However, like many
other states, Wisconsin’s economy has been adversely affected by the economic slow down and
the state is facing a significant budget deficit caused principally by a decline in revenues

generated from statewide commerce.

The Milwaukee MSA economy is based on manufacturing, and the Milwaukee MSA is a
leading center of manufacturing activity in the nation. Overall, manufacturing accounts for 17.4
percent of the Milwaukee MSA labor force, while accounting for 23.9 percent of the MSA’s
earnings. Comparative figures for Brown County reflected that 17.9 percent of the labor force
was employed in the manufacturing sector and manufacturing accounted for 23.2 percent of the

labor force’s eamnings. The manufacturing sector is supported by machinery production,
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including mining machinery, construction machinery and small gasoline engines. A variety of
high technology industries also maintain a manufacturing presence in the Milwaukee MSA,
‘producing durable goods such as computers, industrial robots aﬁd avionics. - The Milwaukee
MSA is also headquarters to a number of Fortune 500 industrial companies, including Briggs &

Stratton, Harley-Davidson, Johnson Controls and Rockwell International.

Similar to national trends, services and wholesale/retail trade industries represent the
largest employment sectors in both the Milwaukee MSA and Brown County. Services and
wholesale/retail trade jobs accounted for 34.2 percent and 20.8 percent of the jobs in the
Milwaukee MSA, respectively, in 2000 (the most recent data available). Comparative measures
for Brown County equaled 27.3 percent and 22.3 percent, respectively. All sectors of
Wisconsin’s economy added jobs from 1996 to 2000, with the exception of farm employment.
The strongest job growth was realized in services, while growth in the number of manufacturing

jobs in the state has been more limited and exhibited a decline from 1998 to 2000.

In summary, the Company’s market area economy is relatively broad-based and due to its
overall size reflects the economy of the state of Wisconsin. Table 2.2 provides an overview of
employment by sector in the state of Wisconsin. Consistent with the U.S. employment data,

service jobs represent the largest employment sector in Wisconsin.

Table 2.2
Wisconsin Employment Sectors

Employment Sectors % of Labor Force
Services 27.8%
Wholesale/Retail Trade - 21.5
Manufacturing 18.4
Government 11.7
Finance, Insurance, Real Estate 6.8
Construction 52
Transportation and Public Utilities 4.5
Other 4.1

100.0%

Source: Regional Economic Information System Bureau of Economic Analysis.
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Comparative unemployment rates for the Milwaukee MSA, Milwaukee (Ec;unty and
Bro_wn County, as well as for the U.S. and Wisconsin, are shown in Table 2.3. The
unemployment-data reflects that‘ the stronger demographic growth markets in the gréater Green
Bay area, which includes Brown County, have been beneficial to the local economy as implied
by Brown County’é relatively low unemployment rate. Comparatively, Milwaukee County’s
relatively high unemployment rate is indicative of urban markets in general and reflects the
migration of population and jobs to nearby suburban markets. Overall, Wisconsin’s
unemployment rate was similar to the national unemployment rate, suggesting the slow down in
the national economy has had a comparable impact on the state’s economy. However, in
contrast to the increase reflected in the U.S. unemployment rate from a year ago, the current
unemployment rates for Wisconsin, Milwaukee County and the Milwaukee MSA were slightly
lower compared to a year ago. Brown County’s February 2003 unemployment reflected no

change from a year.

Table 2.3
Unemployment Data

Region February 2002 February 2003
United States 6.1% 6.4%
Wisconsin 6.8 6.5
Brown County 5.8 5.8
Milwaukee County 7.1 7.0
Milwaukee MSA 6.3 6.2

Source: U.S. Bureau of Labor Statistics.

Deposit Trends

The Company’s retail deposit base is closely tied to the economic fortunes of Wisconsin
and, in particular, the regional markets where banking offices are currently maintained. Table
2.4 displays deposit market trends from June 30, 1999 through June 30, 2002 for the counties
where the Company maintained banking offices during that period. Additional data is also
presented for the state of Wisconsin. The data indicates that deposit growth has been realized in

the all of the counties served by the Company’s banking offices. Similar to the state of
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State of Wisconsin
Commercial Banks
Savings Institutions

Barron County
Commercial Banks

Savings Institutions
Bank Mutual

Brown County
Commercial Banks
Savings Institutions

Bank Mutual

Calumet County
Commercial Banks
Savings Institutions

Bank Mutual

Chippewa County
Commercia! Banks
Savings Institutions

Bank Mutua!

Columbia County
Commercial Banks
Savings Institutions

Bank Mutual

Dane County
Commercial Banks
Savings Institutions

Bank Mutual

Dodge County
Commercial Banks
Savings Institutions

Bank Mutuai

Door County

Commercial Banks
Savings Institutions
Bank Mutual

Bunn County
Commercial Banks
Savings Institutions

Bank Mutual

Table 2.4
Deposit Summary
Bank Mutuat Corporation

As of June 30,
1999 2002
. Market Number of Market No. of
Deposits Share Branches Deposits Share Branches
' (Dollars In Thousands)

$72,445,000 100.0% 2,071 $83,601,639 100.0% 2,172
60,052,000 82.9% 1,677 68,273,412 81.7% 1,750
12,393,000 17.1% 394 15,328,227 18.3% 422
$632,000 100.0% 22 $716,389 100.0% 23
559,000 88.4% 19 627,292 87.6% 18
73,000 "11.6% 3 89,097 124% 4
40,444 6.4% 2 41,192 5.7% 2
$3,254,000 100.0% 71 $3,767,115 100.0% 77
2,848,000 87.5% 56 3,239,699 86.0% 60
406,000 12.5% 15 527,416 14.0% 17
282,339 8.7% 8 338,380 9.0% 8
$352,000 100.0% 14 $356,074 100.0% 14
301,000 85.5% " 285,761 83.1% 11
51,000 14.5% 3 60,313 16.9% 3
31,590 9.0% 2 37,875 10.6% 2
$542,000 100.0% 26 $596,703 100.0% 24
444,000 81.9% ) 20 492,259 82.5% 18
98,000 18.1% 6 104,444 17.5% 6
58,097 10.7% 60,643 10.2% 5
$691,000 100.0% 28 $784,385 100.0% 29
569,000 82.3% 23 711,127 90.7% 27
122,000 17.7% 5 73,258 9.3% 2
31,494 4.6% 1 32,369 41% 1
$5,984,000 100.0% 143 $7,565,958 100.0% 154
4,450,000 74.4% 96 5,153,613 68.1% 100
1,534,000 25.6% 47 2,412,345 31.9% 54
43,738 0.7% 4 51,302 0.7% 4
$904,000 100.0% 36 $933,381 100.0% 35
805,000 89.0% 31 808,940 86.7% 30
99,000 11.0% S 124,441 13.3% 5
31,040 3.4% 1 32,838 3.5% 1
$455,000 100.0% 18 $636,114 100.0% 20
355,000 78.0% 14 530,677 83.4% 16
100,000 22.0% 4 105,437 16.6% 4
32,294 7.4% 1 40,929 6.4% 1
$289,587 100.0% 27 $310,168 100.0% 25
247,000 85.3% 25 269,881 87.0% 23
42,587 14.7% 2 40,287 13.0% 2
42,587 14.7% 2 40,287 13.0% 2

Deposit
Growth Rate
1999-2002
(%)

4.9%
4.4%
7.3%

4.3%
3.9%
6.9%
0.6%

5.0%
4.4%
9.1%
6.2%

0.4%
0.6%
5.7%
6.2%

3.3%
. 3.5%
2.1%
1.4%

4.3%
7.7%
-15.6%
0.9%

8.1%
5.0%
16.3%
5.5%

1.1%
0.2%
7.9%
1.9%

1.8%
14.3%
1.8%
8.2%

2.3%
3.0%
-1.8%
-1.8%
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Eau Claire County
Commercial Banks
Savings Institutions

Bank Mutual

Fond du Lac County
Commercial Banks
Savings Institutions

Bank Mutual

Green Lake County
Commercial Banks
Savings Institutions

Bank Mutual

Manitowoc County
Commercial Banks
Savings Institutions

Bank Mutual

Marinette County
Commercial Banks
Savings Institutions

' BankMutual

Milwaukee County
Commercial Banks
Savings Institutions

Bank Mutual

Outagamie County
Commercial Banks
Savings Institutions

Bank Mutual

Ozaukes County
Commercial Banks
Savings Institutions

Bank Mutual

Pierce County
Commercial Banks
Savings Institutions

Bank Mutua!

Polk County
Commercial Banks
Savings Institutions

Bank Mutual

Table 2.4
Deposit Summary
Bank Mutual Corporation

As of June 30,
1999 2002
. Market Number of Market No. of
Deposits Share Branches Deposits Share Branches
' (Dollars In Thousands)
$882,000 100.0% 30 $1,093,280 100.0% 34
711,000 80.6% 21 820,757 75.1% 22
171,000 19.4% 9 272,523 24.9% 12
114,232 13.0% 4 100,566 9.2%
$1,230,000 100.0% 33 $1,289,640 100.0% 36
1,076,000 87.5% 29 1,077,155 83.5% 31
154,000 12.5% 4 212,485 16.5% 5
41,958 3.4% 1 43,102 3.3% 1
$334,000 100.0% 13 $381,588 100.0% 14
273,000 81.7% 9 342,908 89.9% 12
61,000 18.3% 38,680 10.1% 2
28,689 8.6% 1 25,297 6.6% 1
$1,033,000 100.0% 30 $1,077,548 100.0% 29
957,000 92.6% 27 995,171 92.4% 26
76,000 7.4% 3 82,377 7.6% 3
26,147 2.5% 28,810 2.7% 1
$548,000 100.0% 19 $621,229 100.0% 20
455000 ° 83.0% 15 510,621 82.2% 16
93000  17.0% 4 110,608 17.8% 4.
92,891 17.0% 4 110,608 17.8% 4
$18,602,000 100.0% 278 $21,895,848 100.0% 286
14,183,000 76.2% 191 17,218,829 78.6% 196
4,419,000 23.8% 87 4,677,019 21.4% 90
585,500 3.1% 13 600,629 2.7% 12
$1,904,000 100.0% 70 $2,359,791 100.0% 68
1,602,000 84.1% 49 1,761,998 74.7% 42
302,000 15.9%: 21 597,793 25.3% 26
26,614 1.4% 2 30,000 1.3% 2
$1,202,000 100.0% 36 $1,427,823 100.0% 38
1,011,000 84.1% 26 1,223,351 85.7% 29
191,000 15.9% 10 204,472 14.3% 9
83,512 6.9% . 4 87,592 6.1% 4
$402,000 100.0% 15 $449,008 100.0% 17
367,000 91.3% 13 404,060 90.0% 15
35,000 8.7% 2 44,948 10.0% 2
24,111 6.0% 1 29,921 6.7% 1
$459,000 100.0% 21 $523,459 100.0% 21
408,000 88.9% 19 511,948 97.8% 20
51,000 11.1% 2 11,511 2.2% 1
11,710 2.6% 1 11,511 2.2% 1

Deposit
Growth Rate
1999-2002
(%)

7.4%

4.9%

16.8%
-4.2%

1.6%
0.0%
11.3%
0.9%

4.5%
7.9%
-14.1%
-4.1%

1.4%
1.3%
27%
3.3%

4.3%
3.8%
6.0%
6.0%

5.6%
6.7%
1.9%
0.9%

7.4%
3.2%
256%
4.1%

59%
6.6%
2.3%
1.6%

3.8%
3.3%
8.7%
7.5%

4.5%
7.9%
-39.1%
-0.6%
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Rock County
Commercial Banks
Savings Institutions

Bank Mutual

Sawyer County
Commercial Banks
Savings Institutions

Bank Mutual

Shawano County
Commercial Banks
Savings Institutions

Bank Mutual

Sheboygan County
Commercial Banks
Savings Institutions

Bank Mutual

St Croix
Commercial Banks
- Savings Institutions
Bank Mutual

Washburn County
Commercia! Banks
Savings Institutions

Bank Mutual

Waukesha County
Commercial Banks
Savings institutions

Bank Mutual

Waupaca County
Commercial Banks
Savings institutions

Bank Mutuali

Winnebago County

Commercial Banks
Savings Institutions
Bank Mutual

Source: FDIC

Table 2.4
Deposit Summary
Bank Mutual Corporation

As of June 30,
1999 2002
Market  Number of Market ‘No. of
Deposits Share Branches Deposits Share Branches
(Daliars In Thousands)
$1,507,000 100.0% 48 $1,541,602 100.0% 45
1,268,000 84.2% 40 1,284,383 83.3% 39
238,000 15.8% 8 257,219 16.7% 7
73,083 4.9% 3 68,296 4.4% 2
$244,000 100.0% 10 $263,380 100.0% 10
225,000 92.2% 9 242,108 91.9% 9
19,000 7.8% 1 21,271 8.1% 1
18,807 7.7% 1 21,271 8.1% 1
$466,000 100.0% 18 $499,504 - 100.0% 17
428,000 91.8% 17 455,221 91.1% 16
38,000 8.2% 1 44,283 8.9% 1
37,942 8.1% 1 44,283 8.9% 1
$1,542,000 100.0% 36 51,434,832 100.0% 41
1,499,000 97.2% 34 1,367,355 95.3% 36
43,000 2.8% 2 67,477 4.7% 5
31,658 2.1% 1 34,454 2.4% 1
$550,000 100.0% 28 $686,232 100.0%, - 28
464,000 84.4% 2 535,330 86.8% 24
86,000 15.6% 4 90,902 13.2% -4
17,190 3.1% 1 19,178 2.8% 1
$182,000 100.0% 9 $214,612 100.0% 10
167,000 91.8% 8 197,580 92.1% 9
15,000 8.2% 1 17,022 7.9% 1
14,7214 8.1% 1 17,022 7.9% 1
$5,066,000 100.0% 151 $6,271,665 100.0% 170
4,119,000 81.3% 117 4,962,260 79.1% 130
947,000 18.7% 34 1,309,405 20.9% 40
73,183 1.4% 2 80,080 1.3% 2
$622,000 100.0% 24 §725,447 100.0% 27
586,000 94.2% 23 680,684 93.8% 25
36,000 5.8% 1 44,763 6.2% 2
36,476 5.9% 1 37,795 5.2% 1
$1,511,000 100.0% 41 $1,542,682 100.0% 42
1,128,000 74.7% 28 1,141,501 74.0% 27
383,000 25.3% 13 401,181 26.0% 15
12,493 0.8% 1 13,035 0.8% 1

Deposit
Growth Rate -
1999-2002

(%)
0.8%
0.4%
2.6%

-2.2%

2.6%
2.5%
3.8%
4.2%

2.3%
21%
5.2%
5.3%

-2.4%
-3.0%
16.2%

2.5%

7.7%
8.7%
1.9%
3.7%

5.6%
5.8%
4.3%
5.0%

7.4%
6.4%
11.4%
3.0%

5.3%
51%
7.5%
1.2%

0.7%
0.4%
1.6%
1.4%
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Wisconsin, commercial banks maintained a larger market share of deposits than savings

institutions in all of the primary market area counties.

Bank Mutual’s largest holding of deposits is maintained in Milwaukee County, where the
Company 1is headquartered. The Company’s $600.6 million of deposits at the Milwaukee
County banking offices represented a 2.7 percent market share of thrift and bank deposits at June
30, 2002. Bank Mutual maintained larger deposit market shares in several other counties with
lower deposit holdings, most notably Brown County (9.0 percent), Calumet County (10.6
percent), Chippewa County (10.2 percent market share), Dunn County (13.0 percent) market
share), Eau Claire County (9.2 percent), Marinette County (17.8 percent), Sawyer County (8.1
percent), and Shawano County (8.9 percent). The Company’s comparatively lower market share
of deposits in Milwaukee County highlights the presence of significantly larger competitors, as
well as the large number of bank and thrift competitors operating in the Milwaukee MSA. From
June 30, 1999 through June 30, 2002, the Company expenenced a decline in market share in the

majonty of the counties served by its bankmg offices.

Competition

The Company faces notable competition in both deposit gathering and lending activities,
including direct competition with several financial institutions that primarily have a local or
regional presence. Securities firms and mutual funds also represent major sources of competition
in raising deposits. In many cases, these competitors are also seeking to provide some or all of
the community-oriented services as Bank Mutual. With regard to lending competition, the
Company encounters the most significant competition from the same institutions pfoviding
deposit services. In addition, the Company competes with mortgage companies, independent
mortgage brokers, and credit unions in originating mortgage loans. Table 2.5 lists the
Company’s largest competitors in Wisconsin, Brown County, Milwaukee County and the
Milwaukee MSA, based on deposit market share as noted parenthetically. The Company’s

deposit market share and market rank are also provided in Table 2.5.
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Table 2.5
Bank Mutual Corporation
Market Area Deposit Competitors -

Location Name
Wisconsin Marshall & IIsley Corp.(16.96%)

U.S. Bancorp(12.07%)

Associated Banc-Corp(6.70%)

Bank Mutual Corp(2.48%) - Rank of 7
Brown County Associated Banc-Corp.(33.51%)

Marshall & IIsely Corp.(13.18%)

Bank One Corp.(8.41%)

Bank Mutual Corp.(8.99%) - Rank of 3
Milwaukee County Marshall & Iisley Corp. (28.47%)

U.S. Bancorp (28.42%)

Bank One Corp. (6.26%)

Bank Mutual Corp. (2.74%) - Rank of 6
Milwaukee MSA Marshall & Ilsley Corp. (25.81%)

U.S. Bancorp (22.27%)
Bank One Corp. (7.01%)
Bank Mutual Corp. (2.46%) - Rank of 6

Source: SNL Financial

In the face of this competition, it has been necessary for the Company to establish a
strategy in order to continue to expand and operate as a viable competitor. As a strong multi-
market community banking franchise, the Company’s strategy has placed an emphasis on
positioning Bank Mutual as a community-oriented financial institution that provides a
comprehensive product line and superior customer service that meets the retail and commercial

banking needs of its local customer base.
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III. PEER GROUP ANALYSIS

This chapter presents an analysis of Bank Mutual’s operations versus a group  of |
comparable savings institutions (the "Peer Group") selected from the universe of all publicly-
traded savings institutions in a manner consistent with the regulatory valuation guidelines. The
basis of the pro forma market valuation of Bank Mutual is derived from the pn’ciné ratios of the
Peer Group institutions, incorporating valuation adjustments for key differences in relation to the
Peer Group. Since no Peer Group can be exactly comparable to Bank Mutual, key areas
examined for differences are: financial condition; profitability, growth and viability of earnings;
asset growth; primary market area; dividends; liquidity of the shares; marketing of the issue;

management; and effect of government regulations and regulatory reform.

Peer Group Selection

‘The Peer Group selection_proéess is governed by the general parameters set '~forth in the
regulatory valuation guidelines. Accordingly, the Peer Group is comprised of only those
publicly-traded savings institutions whose common stock is either listed on a national exchange
(NYSE or AMEX), or is NASDAQ listed, since their stock trading activity is regularly reported
and generally more frequent than non-publicly traded and closely-held institutions. Non-listed
institutions are inappropriate since the trading activity for thinly-traded or closely-held stocks is
typically highly irregular in terms of frequency and price and thus may not be a reliable indicator
of market value. We have also excluded from the Peer Group those companies under acquisition
or subject to rumored acquisition, mutual holding companies and recent conversions, since their
pricing ratios are Subject to unusual distortion and/or have limited trading history. A recent

listing of the universe of all publicly-traded savings institutions is included as Exhibit III-1.

Ideally, the Peer Group, which must have at least 10 members to comply with the
regulatory valuation guidelines, should be comprised of locally or regionally-based institutions
with comparable resources, strategies and financial characteristics. There are approximately 230
publicly-traded institutions nationally and, thus, it is typically the case that the Peer Group will

be comprised of institutions with relatively comparable characteristics. To the extent that
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differences exist between the converting institution and the Peer Group, valuation adjustments
will be applied to account for the differences. Since Bank Mutual will be a full publi; company
upon completion of the offering, we considered only full public companies to be viable
candidates for inciusion in the Peer Group. From the universe of publicly-traded thrifts, we
selected eleven institutions with characteristics similar to those of Bank Mutual. In the selection

process, we applied three “screens” to the universe of all public companies:

0 Screen #1. Wisconsin institutions with assets between $1 billion and $5 billion.
Three companies met the criteria for Screen #1 and all three were included in the
Peer Group: Anchor Bancorp, First Federal Capital Corp. and St. Francis Capital
Corp. Exhibit III-2 provides financial and public market pricing characteristics of
all publicly-traded thrifts based in Wisconsin.

o Screen #2. Midwest institutions with assets between $1 billion and $5 billion and
tangible equity-to-assets ratios of at least 8.0 percent. Six companies met the
criteria for Screen #2 and five were included in the Peer Group: CFS Bancorp,
Inc. of Indiana, Camco Financial Corp. of Ohio, First Place Financial Corp. of
Ohio, NASB Financial, Inc. of Missouri and United Community Financial of
Ohio. TierOne Corporation of Nebraska was excluded from the Peer Group due
to the recency of its conversion, which was completed in October 2002. Exhibit
III-3 provides financial and public market pricing characteristics of all publicly-
traded Midwest thrifts.

0 Screen #3. Second-step conversion offerings completed since the beginning of
2000 and prior to 2003 with assets between $1 billion and $10 billion. Three
companies met the criteria for Screen #3 and all three were included in the Peer
Group: Brookline Bancorp, Inc. of Massachusetts, Fidelity Bankshares, Inc. of
Florida and Waypoint Financial Corp. of Pennsylvania.

Table 3.1 shows the general characteristics of each of the eleven Peer Group companies
and Exhibit III-4 provides summary demographic and deposit market share data for the primary
market areas served by each of the Peer Group companies. While there are expectedly some
differences between the Peer Group companies and Bank Mutual, we believe that the Peer Group
companies, on average, provide a good basis for valuation subject to valuation adjustments. The
following sections present a comparison of Bank Mutual’s financial condition, income and
expense trends, loan composition, interest rate risk and credit risk versus the Peer Group as of the

most recent publicly available date.

A summary description of the key characteristics of each of the Peer Group companies is

detailed below.
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0 Anchor Bancorp of Wisconsin. Selected due to Wisconsin market area, comparable asset
size, similar interest-bearing funding composition, similar earnings contribution from
sources of non-interest operating income, comparable level of operating expenses and
favorable credit quality measures.

0 Brookline Bancorp of Massachusetts. Selected due to traditional thrift operating strategy,
completion of second-step conversion in 2002, similar interest-earning asset composition,
relatively low operating expenses and favorable credit quality measures.

) CFS Bancorp, Inc. of Indiana. Selected due to traditional thrift operating strategy,
comparable interest-earning asset composition, relatively low level of operating expenses
and similar concentrations of mortgage-backed securities and 1-4 family loans
comprising total assets.

0 Camco Financial Corp. of Ohio. Selected due to traditional thrift operating strategy,
comparable return on average assets, similar earnings contribution from sources of non-
interest operating income, relatively low level of operating expenses and comparable
lending diversification emphasis on commercial real estate/multi-family loans.

) Fidelity Bankshares, Inc. of Florida. Selected due to traditional thrift operating strategy,
completion of second-step conversion in 2001, comparable asset size, similar interest-
bearing funding composition, comparable lending diversification emphasis on
commercial real estate/multi-family loans, comparable degree of lending diversification
into higher risk types of loans and favorable credit quality measures. :

) First Federal Capital Corp. of Wisconsin. Selected due to Wisconsin market area,
traditional thrift operating strategy, comparable asset size, similar interest-bearing
funding composition, similar concentration of mortgage-backed securities and 1-4 family
loans in aggregate comprising total assets, comparable degree of lending diversification
into higher risk types of loans and favorable credit quality measures.

0 First Place Financial Corp. of Ohio. Selected due to traditional thrift operating strategy,
similar interest-eamning asset composition, similar interest-bearing funding composition,
comparable return on average assets, similar net interest margin and similar earnings
contribution from sources of non-interest operating income.

0 NASB Financial, Inc. of Missouri. Selected due to traditional thrift operating strategy
and similar concentration of 1-4 family permanent mortgage loans comprising total
assets. ' ‘

0 St. Francis Capital Corp. of Wisconsin. Selected due to Wisconsin market area,
traditional thrift operating strategy, similar interest-earning asset composition,
comparable return on average assets, similar earnings contribution from sources of non-
interest operating income, relatively low level of operating expenses, similar
concentration of mortgage-backed securities and 1-4 family loans in aggregate
comprising total assets and favorable credit quality measures.

) United Financial Community of Ohio. Selected due to traditional thrift operating
strategy, similar interest-bearing funding composition and comparable return on average
assets. :
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0 Waypoint Financial Corp. of Pennsylvania. Selected due to traditional thrift operating
strategy, completion of second-step conversion in 2000, comparable return on average
assets, relatively low level of operating expenses and favorable credit quality measures.

~In aggregate, the Peer Group companies maintain a slightly higher level of capital than
the industry average (12.25 percent of assets versus 10.42 percent for all public companies),
generate higher earnings as a percent of average assets (1.06 percent ROAA versus 0.91 percent
for all public companies), and generate a higher ROE (10.95 percent ROE versus 9.23 percent
for all public companies). Overall, the Peer Group's average P/B ratio and average P/E multiple

were slightly above and slightly below the respective averages for all publicly-traded thrifts.

All
Publicly-Traded Peer Group

Financial Characteristics (Averages)

Assets ($Mil) $2,286 $2,357
Market capitalization ($Mil) $303 $354
Equity/assets (%) 10.42% 12.25%
Return on average assets (%) 091% 1.06%
Return on average equity (%) - - 923% .. 10.95%
Pricing Ratios (Averages)(1)

Price/eamings (x) 15.13x 14.26x
Price/book (%) 141.54% 145.62%
Price/assets (%) 14.48% 16.88%

(1) Based on market prices as of May 16, 2003.

Ideally, the Peer Group companies would be comparable to Bank Mutual in terms of all
of the selection criteria, but the universe of publicly-traded thrifts does not provide for an
appropriate number of such companies. However, in general, the companies selected for the
Peer Group were fairly comparable to Bank Mutual, as will be highlighted in fhe following

comparative analysis.

Financial Condition

Table 3.2 shows comparative balance sheet measures for Bank Mutual and the Peer

Group, reflecting the expected similarities and some differences given the selection procedures
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outlined above. The Company’s and the Peer Group's ratios reflect balances as of March 31,
2003, unless indicated otherwise for the Peer Group companies. Bank Mutual’s equi-t;/-to-assets
ratio of 11.1 percent was below the Peer Group's average net worth ratio of 12.3 percent.
* Tangible equity-to-assets fatios for the Company and the Peer Group equaléd 9.0 percent and
11.6 percent, respectively, as goodwill and intangibles represent a more significant factor on the
Company’s balance sheet. The Company’s pro forma tangible capital position will increase with
the addition of stock proceeds to a level that will likely exceed the Peer Group’s tangible capital
ratio. The increase in Bank Mutual’s pro forma capital position will be favorable from a risk
perspective and in terms of future earnings potential that may be realized through leverage and
lower funding costs. At the same time, the Company’s higher pro forma capitalization will also

result in a relatively low return on equity. Both the Company’s and the Peer Group's capital

ratios reflected capital surpluses with respect to the regulatory capital requirements.

The interest-earning asset compositions for the Company and the Peer Group were
somewhat similar, with loans constituting the bulk of interest-earning assets for Bank Mutual and
the Peer Group. Th‘ei Péer Group maintained a higher concentration of loans as a pefcent of .
assets than the Company (66.8 percent versus 61.4 percent for the Peer Group), while the
Company’s cash and investments-to-assets ratio was higher than the comparable ratio for the
Peer Group (33.3 percent versus 28.6 percent for the Peer Group). Overall, Bank Mutual’s
interest-earning assets amounted to 94.7 percent of assets, which was slightly below the
comparable Peer Group ratio of 95.4 percent. The Company’s lower ratio of interest-earning
assets was attributable to the more significant impact of goodwill and intangibles on its balance
sheet, which constituted 2.0 percent and 0.6 percent of the Company’s and the Peer Group’s

assets, respectively.

Bank Mutual’s funding liabilities reflected some differences relative to that of the Peer
Group's funding composition. The Company’s deposits equaled 75.3 percent of assets, which
was above the Peer Group average of 64.2 percent. Comparatively, borrowings accounted for a
lower portion of the Company’s interest-bearing funding composition, as reflected by
borrowings-to-assets ratios of 11.6 percent and 21.5 percent for Bank Mutual and the Peer

Group, respectively. Total interest-bearing liabilities maintained as a percent of assets equaled
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86.9 percent and 85.7 percent for Bank Mutual and the Peer Group, respectively, with the Peer

Group’s lower ratio being supported by maintenance of a higher capital position.

A key measure of balance sheet strength for a thrift institution is its. interest-earning
assets to interest-bearing liabilities ("IEA/IBL") ratio. Presently, the Peer Group’s IEA/IBL ratio
is stronger than the Company’s ratio, based on respective ratios of 111.3 percent and 109.0
percent. The additional capital realized from stock proceeds should provide Bank Mutual with
an IEA/IBL ratio that is comparable to or higher than the Peer Group’s IEA/IBL ratio, as the
capital realized from Bank Mutual’s stock offering will be primarily deployed into interest-

earning assets.

The growth rate section of Table 3.2 shows annual growth rates for key balance sheet
items, based on the Company’s and the Peer Group’s annual growth for the twelve months ended
March 31, 2003, unless indicated otherwise for the Peer Group companies. Bank Mutual
recorded a 0.1 percent decline in assets, versus a 7.2 percent increase in assets posted by the Peer
Group. A 3.3 percent decline in loans accounted for the Company’s asset shrinkage, which was
substantially offset by a 6.3 pefcent increase in cash and investments reflecting redeployment of
loan proceeds and deposit growth into cash and investments. The Company experienced a
decline in loans due to the accelerated pay down of the 1-4 family loan portfolio, which was not
replaced with new originations in light of the Company’s current philosophy of selling longer
term fixed rate loans to the secondary market. In contrast to Bank Mutual, the Peer Group’s
asset growth was realized through loan growth of 4.9 percent, which was supplemented with an
9.9 percent increase in cash and investments. Overall, the Peer Group’s asset growth measures
were considered to be more favorable with respect to supporting earnings growth. At the same
time, following the conversion, Bank Mutual’s growth capacity will be greater than the Peer
Group’s, as the result of the increase in leverage capacity that will be provided by the infusion of

the net stock proceeds.

Deposit growth combined with modest asset shrinkage funded a 21.2 percent reduction in
the Company’s borrowings. Deposit growth of 3.1 percent posted by the Company was slightly
less than the Peer Group’s deposit growth rate of 4.9 percent. Deposit growth for the Peer Group

was adequate enough to fund asset growth as well as a 3.5 percent reduction in borrowings.
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Capital growth rates posted by the Company and the Peer Group equaled 2.9 percent and 2.8
percent, respectively. The Company’s and the Peer Group’s relatively low capital g—r:)wth rates

reflect that earnings for the period were somewhat offset by dividend payments and stock
| repurchases. Tahgible net worth growth rates 'pbsted by the Company and the Peer Grdup
equaled 3.8 percent and 1.4 percent, respectively, as some of the Peer Group companies recorded
an increase in goodwill and intangibles during the twelve month period. Comparatively, Bank
Mutual’s higher tangible net worth growth rate was supported by amortization of the core deposit
intangible. The increase in capital realized from conversion proceeds, as well payment of
dividends on all shares outstanding, will be limiting factors on the Company’s capital growth

rate initially following the stock offering.

Income and Expense Components

Bank Mutual and the Peer Group reported net income to average assets ratios of 0.91
percent and 1.07 percent, respectively (see Table 3.3), based on earnings for the twelve months
ended March 31, 2003; unless indicated otherwise for the Peer Group c'om'pani.es. A higher net
interest margin, a higher level of non-iﬁterest operating income and higher net gains accounted
for the Peer Group's higher return, which was partially offset by the Company’s lower loss

provisions and operating expenses.

The Peer Group’s stronger net interest margin resulted from both a higher interest income
ratio and a lower interest expense ratio. The Peer Group’s higher interest income ratio was
realized through maintaining a slightly higher level of interest-earning assets as a percent of total
assets (95.4 percent versus 94.7 percent for the Company) and a slightly higher yield on interest-
earning assets (5.98 percent versus 5.92 percent for the Company). - Similarly, the Peer Group’s
lower interest expense ratio was realized through maintenance of a lower level of interest-
bearing liabilities as a percent of assets (85.7 percent versus 86.9 percent for the Company) and a
lower cost of funds (3.20 percent versus 3.43 percent for the Company). Overall, Bank Mutual
and the Peer Group reported net interest income to average assets ratios of 2.66 percent and 2.97

percent, respectively.
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» In another key area of core earnings, the Company maintained a lower level of operating
expenses than the Peer Group. For the period covered in Table 3.3, the Company and the Peer
Group recorded operating expense to average assets ratios of 1.87 percent and 2.23 percent,
respectively. Notwithstanding the Co’nipaﬂy’s lower opérating expense ratio, the Peer Group
was more efficient than Bank Mutual in terms of number of employees maintained relative to
asset size. Assets per full time equivalent employee equaled $3.7 million for the Company,
versus a comparable measure of $4.8 million for the Peer Group. The Company’s higher staffing
requirements can in part be attributed to the comparatively larger number of banking offices
maintained relative to its asset size. Only one of the Peer Group companies maintained more
banking offices than Bank Mutual, while three of the Peer Group companies reported higher total

assets than the Company.

When viewed together, net interest income and operating expenses provide considerable
insight into a thrift's earnings strength, since those sources of income and expenses are typically
the most prominent components of earnings and are generally more predictable than losses and
ga_ihs‘realized from the sale of assets or other non-recurring‘acti\}ities. In this regard, as
measured by their expense coverage ratios (net interest income divided by operating expenses),
the Company earnings strength was slightly more favorable than the Peer Group's. Expense
coverage ratios posted by Bank Mutual and the Peer Group equaled 1.42x and 1.33x,
respectively. An expense coverage ratio of greater than 1.0x indicates that an institution is able

to sustain pre-tax profitability without having to rely on non-interest sources of income.

Sources of non-interest operating income provided a slightly larger contribution to the
Peer Group’s earnings, with such income amounting to 0.43 percent and 0.37 percent of the Peer
Group’s and Bank Mutual’s average assets, respectively. The relatively minor portion of the
Company’s and the Peer Group’s earnings realized from non-interest operating income is
indicative of a traditional thrift operating strategy, in which diversification into areas that
generate revenues from non-interest sources is typically limited. Taking non-interest operating
income into account in comparing the Company’s and the Peer Group's earnings, Bank Mutual’s
efficiency ratio of 61.1 percent was slightly more favorable than the Peer Group's efficiency ratio

of 65.0 percent.
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Loan loss provisions had a larger impact on the Peer Group’s earnings, amounting to 0.11
percent and 0.03 percent of the Peer Group’s and Bank Mutual’s average assets, respectively. In
comparison to the Company, the higher loss provisions established by the Peer Group was
consistent with the Peer Group’s higher ratio of assets maintained in loans as well és the Peer

Group’s high ratio of non-performing loans.

Net gains provided a larger contribution to the Peer Group earnings, ecjualing 0.60
percent and 0.24 percent of average assets for the Peer Group and the Company, respectively.
Typically, gains and losses generated from the sale of assets are viewed as earnings with a
relatively high degree of volatility and, thus, are substantially discounted in the evaluation of an
institution's core earnings. In the case of Bank Mutual, the gains were derived through selling
fixed rate loans into the secondary market, which is considered to be an ongoing activity for the
Company during low interest rate environment periods such that prevailed in 2002 and the first
quarter of 2003. Likewise, the gains recorded by the Peer Group primarily consisted of gains
derived from the sale of fixed rate loans into the secondary market, which is also an ongoing
activity for the majority .of the Peer Group comp_am'es; Accordin'giy, such gains warrant some
consideration as a core earnings factor for the Company and the Peer Group, but are still viewéd
as a more volatile source of income than income generated through the net interest margin and

non-interest operating income.

Taxes were a comparable factor in the Company’s and the Peer Group’s earnings, as
Bank Mutual and the Peer Group posted effective tax rates of 33.03 percent and 35.47 percent,

respectively.

Loan Composition

Table 3.4 presents data related to the Company’s and the Peer Group’s loan portfolio
compositions, as well as data pertaining to investment in mortgage-backed securities, loans
serviced for other and risk weighted assets. The information presented for the Company and the
Peer Group reflect data as of March 31, 2003, unless otherwise indicated for the Peer Group
companies. In comparison to the Peer Group, the Company’s loan portfolio composition

reflected a comparable concentration in the aggregate of 1-4 family residential mortgage loans
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and mortgage-backed securities (50.9 percent of assets versus 48.9 percent for the Peer Group).
The Peer Group maintained a higher concentration of 1-4 family loans, which was more than
offset by the Company’s higher concentration of mortgage-backed securities. Loans serviced for
others represented a more significant off-balance sheet item for the ‘Peer Group, both in terms of
balance of loans serviced ($819.3 million versus $657.8 million for the Company) and as a
percent of assets on-balance sheet assets (34.8 percent versus 23.1 percent for the Company).
The Peer Group’s larger portfolio of loans serviced for others portfolio also translated into a
higher ratio of servicing intangibles, as servicing assets equaled 0.26 percent and 0.11 percent of

the Peer Group’s and the Company’s assets, respectively.

Diversification into higher risk types of lending was more significant for the Peer Group
companies on average, particularly after taking into consideration that the largest portion of the
Company’s consumer loan portfolio consisted of lower risk home equity loan. Commercial real
estate/multi-family loans represented the most significant area of diversification for the Peer
Group (20.1 percent of assets), followed by construction and land loans (5.5 percent of assets).
 The Company’s lending diversiﬁcatidn cons_istedAprimaﬁly of consumer loans, of which more
than two-thirds of the consumer loan portfolio consisted of home equity loans, and commercial
real estate/multi-family loans, with those portfolios equaling 15.2 percent and 10.9 percent of
assets, respectively. Consumer loans accounted for the only lending area where the Company
maintained a greater degree of lending diversification than the Peer Group. Consistent with the
Peer Group’s greater diversification into higher risk types of lending, as well as higher
proportion of interest-earning assets maintained in loans, the Peer Group maintained a higher
risk-weighted assets-to-assets ratio than the Company (66.77 percent versus 52.68 percent for the

Company).

Interest Rate Risk

Table 3.5 reflects various key ratios highlighting the relative interest rate risk exposure of
the Company versus the Peer Group. In terms of balance sheet composition, Bank Mutual’s
interest rate risk characteristics were considered to be less favorable than the Peer Group’s, as

implied by the Peer Group’s higher equity-to-assets and IEA/IBL ratios. A lower level of non-
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interest earning assets also represented an advantage for the Peer Group with respect to limiting
interest rate risk associated with the balance sheet. All three measures indicate that the Company
“needs to maintain a higher yield-cost spread than the Peer Group to sustain a comparable level of
net interest income as the Peer Group. On a pfo forma basis, the infusion of stock proceeds
should serve to provide the Company with balance sheet measures for interest rate risk that are

more comparable to the Peer Group’s ratios.

To analyze interest rate risk associated with the net interest margin, we reviewed
quarterly changes in net interest income as a percent of average assets for Bank Mutual and the
Peer Group. In general, the relative fluctuations in both the Company’s and the Peer Group's net
interest income to average assets ratios were considered to be fairly limited and, thus, based on
the interest rate environment that prevailed during the period covered in Table 3.5, neither Bank
Mutual or the Peer Group were viewed as having significant interest rate risk exposure in their
respective net interest margins. The stability of the Company’s net interest margin should be
enhanced by the infusion of stock proceeds, as interest rate sensitive liabilities will be funding a
lower portion of Bank Mutuai’s assets and the proceeds will be ‘substantially d_eployéd’intd

interest-earning assets.

Credit Risk

Overall, the Company’s credit risk exposure appears to be slightly less than the Peer
Group's, based on the Company’s lower ratios of non-performing assets and non-performing
loans as a percent of assets and loans, respectively. As shown in Table 3.6, the Company’s ratio
of non-performing assets and accruing loans that are more than 90 days past due equaled 0.33
percent of assets, which was below the comparable Peer Group ratio of 0.74 percent. Likewise,
Bank Mutual maintained a lower non-performing loans/loans ratio than the Peer Group, based on
comparable ratios of 0.45 percent and 1.07 percent, respectively. Bank Mutual and the Peer
Group maintained comparable levels of loss reserves as a percent of non-performing loans (170.6
percent versus 161.5 percent for the Peer Group), while the Peer Group maintained a higher level
of reserves as a percent of loans (0.99 percent versus 0.77 percent for the Company). The Peer

Group’s higher credit risk exposure was also implied by higher net loan charge-offs, as net loan
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charge-offs posted by the Company and the Peer Group equaled 0.02 percent and 0.10 percent of

their respective loan balances.

Summary

Based on the above analysis and the criteria employed in the selection of the companies

for the Peer Group, RP Financial concluded that the Peer Group forms a reasonable basis for
determining the pro forma market value of Bank Mutual. Such general characteristics as asset
size, capital position, interest-earning asset composition, funding composition, core earnings
measures, loan composition, credit quality and exposure to interest rate risk all tend to support
the reasonability of the Peer Group from a financial standpoint. Those areas where differences

exist will be addressed in the form of valuation adjustments to the extent necessary.




RP Financial, LC.
Page 4.1

IV. VALUATION ANALYSIS

Introduction

This chapter presents the valuation analysis and methodology used fo detenﬁine Bank
Mutual’s estimated pro forma market value of the common stock to be issued in conjunction
with the conversion transaction. The valuation incorporates the appraisal fnethodology
promulgated by the OTS, particularly regarding selection of the Peer Group, fundamental
analysis on both the Company and the Peer Group, and determination of the Company’s pro

forma market value utilizing the market value approach.

Appraisal Guidelines

The OTS written appraisal guidelines specify the market value methodology for
estimating the pro forma market value of an institution pursuant to a mutual-to-stock conversion.
The valuation methodology provides for: (1) the selection of a peer group of comparable
publicly-tradéd institutions, excluding from cdhsiderétion institutions which have récently
converted, subject to acquisition or in MHC form; (2) a financial and operational comparison of
the subject company to the selected peer group, identifying key differences and similarities; and
(3) a valuation analysis in which the pro forma market value of the subject company is
determined based on the market pricing of the peer group as of the date of valuation,
incorporating valuation adjustments for key differences. In addition, the pricing characteristics

of recent conversions, both at conversion and in the aftermarket, must be considered.

RP Financial Approach to the Valuation

The valuation analysis herein complies with such regulatory approval guidelines.
Accordingly, the valuation incorporates a detailed analysis based on the Peer Group, discussed in
Chapter III, which constitutes "fundamental analysis" techniques. Additionally, the valuation
incorporates a "technical analysis" of recently completed stock conversions, including closing

pricing and aftermarket trading of such offerings. It should be noted that such analyses cannot
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possibly fully account for all the market forces which impact trading activity and pricing

characteristics of a stock on a given day.

The pro forma market value determined herein is a prel_iminary value for the Company’s
to-be-issued stock. Throughout the convérsion prbcess, RP Financial Wiﬂ: (1) review changes in
the Company’s opérations and financial condition; (2) monitor the Company’s operations and
financial condition relative to the Peer Group to identify any fundamental changes;‘ (3) monitor
the external factors affecting value including, but not limited to, local and national economic
conditions, interest rates, and the stock market environment, including the market for thrift
stocks; and (4) monitor pending conversion offerings (including those in the offering phase) both
regionally and nationally. If material changes should occur prior to closing the offering, RP
Financial will evaluate if updated valuation reports should be prepared reflecting such changes
and their related impact on value, if any. RP Financial will also prepare a final valuation update
at the closing of the offering to determine if the prepared valuation analysis and resulting range

of value continues to be appropriate.

The appraised - value determined herein is based on the current market and operatiﬂg
environment for the Company and for all thrifts. Subsequent changes in the local and national
economy, the legislative and regulatory environment, the stock market, interest rates, and other
external forces (such as natural disasters or major world events), which may occur from time to
time (often with great unpredictability) may materially impact the market value of all thrift
stocks, including Bank Mutual’s value, or Bank Mutual’s value alone. To the extent a change in
factors impacting the Company’s value can be reasonably anticipated and/or quantified, RP

Financial has incorporated the estimated impact into its analysis.

Valuation Analysis

A fundamental analysis discussing similarities and differences relative to the Peer Group
was presented in Chapter III. The following sections summarize the key differences between the
Company and the Peer Group and how those differences affect the pro forma valuation.
Emphasis is placed on the specific strengths and weaknesses of the Company relative to the Peer

Group in such key areas as financial condition, profitability, growth and viability of earnings, -
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asset growth, primary market area, dividends, liquidity of the shares, marketing of the issue,
management, and the effect of government regulations and/or regulatory reform. We have also
considered the market for thrift stocks, in particular new issues, to assess the impact on value of

Bank Mutual coming to market at this time.

1. Financial Condition

The financial condition of an institution is an important determinant in pro forma market
value, because investors typically look to such factors as liquidity, capital, asset composition and
quality, and funding sources in assessing investment attractiveness. The similarities and

differences in the Company's and the Peer Group's financial strength are noted as follows:

o Overall A/, Composition. Loans funded by retail deposits were the primary
components of both Bank Mutual’s and the Peer Group's balance sheets. The
Peer Group’s interest-earning asset composition exhibited a higher concentration
of loans and a greater degree of diversification into higher risk and higher

- yielding types of loans. The Peer Group’s higher concentration of total loans and
more significant diversification into higher risk types of loans translated into a -
higher risk weighted assets-to-assets ratio than maintained by the Company.
Bank Mutual’s funding composition reflected a higher level of deposits and a
lower level of borrowings than the comparable Peer Group ratios. Overall, as a
percent of assets, the Company maintained a lower level of interest-earning assets
and a higher level of interest-bearing liabilities, which resulted in a lower
IEA/IBL ratio than maintained by the Peer Group. The infusion of stock proceeds
should serve to increase the Company’s IEA/IBL ratio to a ratio that is
comparable to the Peer Group’s ratio. For valuation purposes, RP Financial
concluded that no adjustment was warranted for the Company’s overall
asset/liability composition.

0 Credit Quality. Both the Company’s and the Peer Group's credit quality measures
were indicative of fairly limited credit risk exposure. However, in general, the
Company’s credit quality measures were considered to be slightly more favorable
than the Peer Group's. The Company maintained a lower non-performing assets-
to-assets ratio and a lower non-performing loans-to-loans ratio than the
comparable Peer Group ratios. The Company’s risk weighted assets-to-assets
ratio was also lower than the Peer Group's ratio. Loss reserves relative to non-
performing loans were comparable for the Company and the Peer Group, while
the Peer Group maintained a higher level of reserves relative to loans. Overall, in
comparison to the Peer Group, the Company’s measures tended to imply a more
limited degree of credit exposure and, thus, RP Financial concluded that a slight
upward adjustment was warranted for the Company’s credit quality.
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Balance Sheet Liguidity.  The Company maintained a higher level of cash and
investment securities relative to the Peer Group (33.3 percent of assets Versus 28.6
percent for the Peer Group). Following the infusion of stock proceeds, the
Company’s cash and investments ratio is expected to increase as the proceeds
retained at the holding company level will likely be initially. deployed into
investments. Bank Mutual’s future borrowing capacity was considered to be
slightly greater than the Peer Group’s, in light of the higher level of borrowings
currently maintained by the Peer Group. However, both the Company and the
Peer Group were considered to have ample borrowing capacities. Overall,
balance sheet liquidity for the Company was considered to be more favorable for
the Company and, thus, RP Financial concluded that a slight upward adjustment
was warranted for this factor.

Funding Liabilities. Retail deposits served as the primary interest-bearing source
of funds for the Company and the Peer Group, with borrowings being utilized to a
greater degree by the Peer Group. However, the Peer Group’s overall interest-
bearing funding composition provided for a lower cost of funds than maintained
by the Company. In total, the Company maintained a higher level of interest-
bearing liabilities than the Peer Group. Following the stock offering, the infusion
of stock proceeds can be expected to support an increase in the Company’s capital
ratio and a resulting decline in the level of interest-bearing liabilities maintained
as a percent of assets to a ratio that is comparable to or lower than the Peer
Group’s ratio. Overall, RP Financial concluded that no adjustment was warranted -
for Bank Mutual’s funding composition.

Capital. The Company operates with a lower pre-conversion capital ratio than the
Peer Group, with the gap becoming more significant on a tangible capital basis.
After factoring in stock proceeds, the Company’s tangible capital position is
expected to exceed the Peer Group’s ratio. The Company’s pro forma capital
position implies greater leverage capacity, lower dependence on interest-bearing
liabilities to fund assets and greater capacity to absorb unanticipated losses.
Overall, RP Financial concluded that a slight upward adjustment was warranted
for the Company’s stronger pro forma capital position.

On balance, taking into consideration Bank Mutual’s slightly more favorable credit

quality, balance sheet liquidity and capital strength, a slight upward valuation adjustment was

determined to be appropriate for the Company’s financial condition.

2. Profitability, Growth and Viability of Earnings

Earnings are a key factor in determining pro forma market value, as the level and nsk

characteristics of an institution's eamnings stream and the prospects and ability to generate future
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earnings heavily influence the multiple the investment community will pay for earnings. The

major factors considered in the valuation are described below.

0 Reported Earnings. The Company recorded lower earnings on a ROAA basis
(0.91 percent of average assets versus 1.07 percent for the Peer Group). A
stronger net interest margin, a higher level of non-interest operating income and a
larger contribution from net gains supported the Peer Group's higher return.
Lower loss provisions and lower operating expenses represented earnings
advantages for the Company. Reinvestment of stock proceeds into interest-
earning assets will serve to increase the Company’s earnings on an ROAA basis.
Overall, after factoring in the pro forma impact of the conversion, the Company’s
lower reported earnings warranted a slight downward valuation adjustment.

0 Core Earnings. Both the Company's and the Peer Group's earnings were derived
largely from recurring sources, including net interest income, operating expenses,
and non-interest operating income. In these measures, the Company operated
with a lower net interest margin, a lower operating expense ratio and a lower level
of non-interest operating income. The Company’s lower net interest margin and
lower level of operating expenses translated into a higher expense coverage ratio
(1.42 versus 1.33x for the Peer Group). Likewise, the Company’s more favorable
efficiency ratio (61.1 percent versus 65.0 for the Peer Group) was realized
through maintaining a lower operating expense ratio, which more than offset the .-
Peer Group’s stronger net interest margin and higher ratio of non-interest
operating income. Loss provisions had a larger impact on the Peer Group's
earnings, which was indicative of the Peer Group’s greater degree of
diversification into higher risk types of lending and higher percentage of assets
maintained in loans. Overall, these measures, as well as the expected earnings
benefits the Company should realize from the redeployment of stock proceeds
into interest-earning assets, indicated that Bank Mutual’s core earnings were more
favorable than the Peer Group's and a slight upward valuation adjustment was
warranted for the Company’s core earnings.

) Interest Rate Risk. Quarterly changes in the Company’s and the Peer Group's net
interest income to average assets ratios indicated a comparable degree of volatility
was associated with their respective net interest margins. Other measures of
interest rate risk, such as capital ratios, IEA/IBL ratios, and the level of non-
interest earning assets-to-total assets were more favorable for the Peer Group,
thereby indicating that the Company needs to maintain a higher yield-cost spread
than the Peer Group to sustain a level of net interest income that is comparable to
the Peer Group’s. On a pro forma basis, the Company’s capital position and
IEA/IBL ratio will be enhanced by the infusion of stock proceeds and, thus,
eliminate the potentially greater degree of interest rate risk that is currently

~ associated with the Company’s eamings. Accordingly, RP Financial concluded
that the Company’s interest rate risk exposure on a pro forma basis was similar to
the Peer Group's and no adjustment was warranted for valuation purposes.
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Credit Risk. Loan loss provisions were a slightly larger factor in the Peer Group’s
earnings (0.11 percent of average assets versus 0.03 percent for the Company). In
terms of future exposure to credit quality related losses, the Peer Group’s more
diversified loan portfolio composition, higher concentration of assets consisting of
loans and higher ratio of risk weighted assets-to-total assets imply that a greater
degree of credit risk exposure is associated with the Peer Group’s future earnings.
The Peer Group’s higher ratio of non-performing loans also implies potentially
greater earnings credit risk exposure, although the Company and the Peer Group
maintained comparable reserve coverage ratios as a percent of non-performing
loans and the Peer Group maintained a higher level of reserves as a percent of
loans. Overall, RP Financial concluded that a slight upward valuation adjustment
was warranted for this factor.

Eamings Growth Potential. Several factors were considered in assessing earnings
growth potential. First, potential eamnings growth to be realized from balance
sheet growth was considered to be more favorable for the Peer Group during the
most recent twelve month period, based on the Peer Group’s stronger asset
growth for the period. Second, following the infusion of stock proceeds, the
Company’s earnings growth potential with respect to leverage capacity will be
greater than the Peer Group’s. Lastly, the larger earnings contribution provided to
the Peer Group’s earnings from sources of non-interest income implies that the
Peer Group maintains greater earnings growth potential and sustainability of
earnings during periods when net interest margins come under pressure due to
compression of yield-cost spreads. Overall, the Company’s earnings growth
potential appears to be comparable to the Peer Group's, and, thus, we concluded
that no valuation adjustment was warranted for this factor.

Return on Equity. As the result of the Company’s higher pro forma capital
position, the Company’s return on equity (“ROE”) will be below the comparable
averages for the Peer Group and the industry. In view of the lower capital growth
rate that will be imposed by Bank Mutual’s lower ROE, we concluded that a
moderate downward valuation adjustment was warranted for the Company’s pro
forma ROE.

Overall, the Company’s slightly more favorable measures for core earnings and credit

risk exposure were more than offset by the Peer Group’s more favorable measure for reported

earnings and, most significantly, the Peer Group’s stronger return on equity. Accordingly, RP

Financial concluded that a slight downward valuation adjustment was warranted for the

Company’s profitability, growth and viability of earnings.
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3. Asset Growth

Bank Mutual posted a 0.1 percent decline in assets during the most recent twelve month
period, versus a 7.2 percent increase in assets postéd by the Peer Group. On a pro forma basis, it
is expected that the Company’s tangible equity-to-assets ratio will exceed the Peer 'Group;s ratio,
which will providé Bank Mutual with greater leverage capacity than currently maintained by the
Peer Group. Accordingly, on balance, we believe no valuation adjustment was warranted for this

factor.

4, Primary Market Area

The general condition of an institution's market area has an impact on value, as future
success is in part dependent upon opportunities for profitable activities in the local market
served. The statewide markets served by Bank Mutual include a mixture of rural, suburban, and
urban markets, which have exhibited varied growth characteristics as measured by population
- and household growth. Given the statewide presence of the network of banking offices; the
primary market area has a fairly divefsiﬁed economy, which has experiencéd a slow doWn in
conjunction with the national economic down turn. Competition faced by the Company for
deposits and loans is significant, which includes other locally based thrifts, as well as regional

and super regional banks that are based in Milwaukee or Chicago.

Overall, the markets served by the Peer Group companies were viewed as having more
favorable growth characteristics. The primary markets served by the Peer Group companies
have on average experienced an increase in population since 1990 and population in those
markets is projected to continue to increase, on average, over the next five years. Most of the
Peer Group companies serve fairly populous markets, although smaller than Milwaukee County,
with above average income levels. The median deposit market share maintained by the Peer
Group companies was higher than the Company’s market share of deposits in Milwaukee County
and Brown County. In general, the degree of competition faced by the Peer Group companies
was viewed as less than experienced in the Company’s primary market area, particularly with
respect to the Milwaukee MSA, while the growth potential of the markets served by the Peer

Group companies was for the most part similar or more favorable to the growth potential
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provided by the Wisconsin markets served by Bank Mutual. Summary demographic and deposit
market share data for the Company and the Peer Group companies is provided in Ex‘h-ibit ni-4.
As shown in Table 4.1, February 2003 unemployment rates for the markets served by the Peer
Group companies generally were comparable to the unemployment rates reflected for Milwaukee
and Brown Counties. On balance, we concluded that a slight downward valuation adjustment
was appropriate for the Company’s market area and, in particular, with regard to the Company’s

less favorable competitive position in the major markets served by its banking offices.

Table 4.1
Market Area Unemployment Rates
Bank Mutual and the Peer Group Companies (1)

February 2003
County Unemployment
Bank Mutual Corporation - WI Brown 5.8%
Milwaukee 7.0
The Peer Group
Anchor Bancorp - WI v Dane ' 3.1%
Brookline Bancorp - MA Norfolk 43
CFS Bancorp, Inc. - IN Lake 6.3
Camco Financial Corp. - OH Guemsey 8.8
Fidelity Bankshares, Inc. - FL Palm 5.1
First Federal Capital Corp. - WI La Crosse 5.1
First Place Financial Corp. - OH Trumbull 7.5
NASB Financial, Inc. - MO Jackson 5.6
St. Francis Capital Corp. — WI Waukesha 49
United Community Financial — OH Mahoning 8.2
Waypoint Financial Corp. — PA Dauphin 53

(1) Unemployment rates are not seasonally adjusted.

Source: U.S. Bureau of Labor Statistics.
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5. Dividends

Bank Mutual has indicated its intention to pay dividends in an amount such that current
minority shareholders of Bank Mutual continue to receive the same total cash dividend payment,
with the per share dividend amount adjusted for the exchange ratio in the conversion. At the
current midpoint Valuation, the annual dividend payment would equal $0.19 per share and
provide a yield of 1.90 percent based on the $10.00 per share initial offering pricé. However,
future declarations of dividends by the Board of Directors will depend upon a number of factors,
including investment opportunities, growth objectives, financial condition, profitability, tax
considerations, minimum capital requirements, regulatory limitations, stock market

characteristics and general economic conditions.

All eleven of the Peer Group companies pay regular cash dividends, with implied
dividend yields ranging from 1.72 percent to 3.33 percent. The average dividend yield on the
stocks of the Peer Group institutions was 2.76 percent as of May 16, 2003, representing an
average payout ratio of 49.5 percent of core earnings. As of May 16, 2003, approximately 91 .
percent. of all publicly-traded thrifts had adopted cash dividend pdlicies‘ (see Exhibit TV-1)
exhibiting an average yield of 2.28 percent and an average payout ratio of 34.2 percent. The
dividend paying thrifts generally maintain higher than average profitability ratios, facilitating

their ability to pay cash dividends.

The Company’s indicated dividend provides for a yield that is lower than Peer Group
average, while the Company’s payout ratio is also less than the Peer Group’s average payout
ratio. Accordingly, the Company has the capacity to pay a dividend that earns a yield that is
comparable to the Peer Group average, particularly after giving consideration to the Company’s
stronger pro forma capital position. On balance, we concluded that no valuation adjustment Was

warranted for purposes of the Company’s dividend policy and capacity to pay dividends.

6. Liquidity of the Shares

The Peer Group is by definition composed of companies that are traded in the public
markets, and all of the Peer Group members trade on the NASDAQ system. Typically, the

number of shares outstanding and market capitalization provides an indication of how much
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liquidity there will be in a particular stock. The market capitalization of the Peer Group
companies ranged from $127.2 million to $772.7 million as of May 16, 2003, with ;\;erage and
median market values of $353.6 million and $313.2 million, respectively. The shares issued and
outstanding for the Peer Group companies ranged from approximatelyv 7.7 million to 58.5
million, with average and median shares outstanding of approximately 21.8 million and 15.9
million, respectively. The Company’s pro forma market value is expected to be in the upper end
of the range of market values exhibited by the Peer Group companies, while Bank Mutual’s
shares outstanding are expected to be at the high end of the Peer Group range or possibly higher
than the shares outstanding maintained by all of the Peer Group companies. It is anticipated that
the Company’s stock will continue to be quoted on the NASDAQ National Market System.
Overall, we anticipate that the Company’s stock will have a comparable trading market as the
Peer Group companies on average and, therefore, concluded no adjustment was necessary for

this factor.

. rMa_rketving.of the Issue

‘We believe that four separate markets need to be considered for thrift stocks such as
Bank Mutual coming to market: (1) the after-market for public companies, in which trading
activity is regular and investment decisions are made based upon financial condition, earnings,
capital, ROE, dividends and future prospects; (2) the new issue market in which converting
thrifts are evaluated on the basis of the same factors, but on a pro forma basis without the benefit
of prior operations as a fully-converted publicly-held company and stock trading history; (3) the
thrift acquisition market for thrift franchises in Wisconsin; and (4) the market for the public
stock of Bank Mutual. All of these markets were considered in the valuation of the Company’s

to-be-issued stock.

A, The Public Market

The value of publicly-traded thrift stocks is easily measurable, and is tracked by
most investment houses and related organizations. Exhibit IV-1 provides pricing and financial
data on all publicly-traded thrifts. In general, thrift stock values react to market stimuli such as

interest rates, inflation, perceived industry health, projected rates of economic growth, regulatory
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issues and stock market conditions in general. Exhibit IV-2 displays historical stock market
trends for various indices and includes historical stock price index values for thrifts and

- commercial banks. Exhibit IV-3 displays historical stock price indices for thrifts only.

In terms of assessing general stock market vc.onditions, the performance of the
overall stock markebt‘ has been mixed over the paét year. Favorable economic data in the form of
stronger than expected retail sales in April 2002 and rising hopes of more upbéat earnings
forecast by technology firms supported an advance in stocks during mid-May 2002. Thé
rebound was not sustained in late-May, as profit taking and more terrorism warnings dampened
investor enthusiasm for stocks. Investor pessimism extended the sell-off in stocks in early-June
2002, reflecting political turmoil abroad, concerns over corporate scandals and more
disappointing earnings news from market leaders. Stocks jumped higher on oversold conditions
in mid-June, but the rally was brief. Both the Dow Jones Industrial Average (“DJIA”) and
NASDAQ Composite Index (“NASDAQ”) established new lows for 2002 during the week ended

. June 21, 2002, as a fresh batch of corporate earning warnings and the ongoing conflict in the
- Middle-East further eroded investdr confidence, Discovery of a $3.8 billion accounﬁng error by
WorldCom and nervousness about second quarter earnings heightened the sell-off at the close of

the second quarter.

In early-July 2002, bargain hunters provided a boost to stocks following the
prolonged sell-off, despite news that the nation’s unemployment rate edged up to 5.9 percent in
June. The rally was not sustained, as worries about second quarter earnings and corporate
accounting practices pushed market indices to new lows for the year in mid-July. A lack of
investor confidence and indications that the nation’s economic recovery was weaker than
previously believed extended the general downward trend through the balance of July, with July
marking the fourth consecutive down month for the DJIA. Weak economic data provided for
further declines in stocks in early-August, but the downward trend was reversed on growing
speculation of a rate cut by the Federal Reserve and news of a proposed $30 billion bailout for
Brazil’s financial crisis. In mid-August, the Federal Reserve’s decision to leave interest rates
unchanged prompted a sharp one-day sell-off in the broader market, which was followed by a
sharp one-day increase in the major indexes on technical factors as investors took profits in

bonds and shifted some money into stocks. The DJIA closed above 9000 in late-August, as
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stocks continued to rebound from oversold conditions in July. However, after five consecutive
weekly gains in the DJIA, blue chip stocks declined in the last week of August on profit taking

~and cautious comments from bellwether technology stocks.

The broader stock market experienced heavy selling pressure in September 2002,
which was attribufable to third quarter earning warnings from a broad spectrum of companies,
economic data signaling a slowing economic recovery and a growing threat of a war in Iraq. The
sell-off in the broader stock market continued into the fourth quarter, with looming fears of a wér
with Jraq and worsening corporate profits pushing the DJIA to its lowest close in five years in
early-October 2002. Stocks rebounded on technical factors in mid-October, as the DJIA posted a
weekly gain after six consecutive weeks of decline. The rally in the broader stock market
continued through the balance of October, reflecting more attractive valuations following the
third quarter sell-off and some upbeat third quarter earnings news by some blue chip stocks.

After six consecutive months of decline, the DJIA was up 10.6 percent for the month of October.

The rebound in the broader stock market that began in October 2002 continued
into early-November, as the Federal Resefve cut short—térm interest rates by a larger-than;
expected half a percentage point. Following eight consecutive weeks of gains, the DJTA declined
during the first two weeks of December, as mounting concerns over geopolitical tensions
overshadowed better-than-expected economic data. The broader market recovered slightly in
mid-December, despite growing concerns of how strongly business would rebound in 2003 and
escalating war talk with Iraq. Downbeat economic data and war concemns pulled stocks lower at
the close of 2002, with the DJIA positing its worst year since 1977 closing down 16.8 percent for
the year. '

- Stocks surged higher at the start of the new year, with data showing December
manufacturing activity stronger than expected. Favorable expectations for the government’s
economic stimulus package supported further gains in the market, although early indications of
- mixed earnings for the fourth quarter and ongoing geopolitical concerns served to temper the
rally in mid-January. The strong gains posted at the beginning of 2003 were wiped out in late-
January, as disappointing fourth quarter earnings and the looming war with Iraq pulled the

broader market lower. War fears and the uncertain outlook for the economy continued to weigh
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down stocks through most of February and into early-March, as blue chip stocks dropped to a
five month low during the first week of March. Comparatively, the commencement of war with
Iraq produced a rally in the stock market, amid initial expectations that a conflict in Iraq would
end quickly. However, the rally was not sustained, as stocks declined at the close of the first
quarter on renewed worries about the economy and fears that the war in Iraq could be longer and

more difficult than investors had anticipated.

Stocks rebounded at the start of the second quarter on news of U.S. war successés
in Iraq. As investors shifted their focus from the war to first quarter earnings, the broader stock
market settled into a narrow trading in mid-April 2003 and then rallied higher through the end of
April and into early-May. Generally better than expected first quarter earnings and increasing
investor optimism that the end of the war with Iraq would lead to a recovery in the economy and
corporate profits supported the rally. Technology stocks posted the strongest gains during the
rally, as the NASDAQ moved to five month high in early-May. Growing investor optimism of
an improving economy with low inflation sustained the positive trend in the broader stock

- market through_ mid-May. As an indication of the generél trends in tbhe‘ nation's stock markets
over the past year, as of May 16, 2003, the DJIA closed at 8678.97, a decline of 16.2 percent
from one year earlier, while the NASDAQ Composite Index stood at 1538.53, a decline of 11.7
percent over the same time period. The Standard & Poors 500 Index closed at 944.30 on May
16, 2003, a decline of 14.7 percent from a year ago. '

‘ The market for thrift stocks has been mixed during the past twelve months, but, in
general, thrift stocks have outperformed the broader market. In the second quarter of 2002, news
of the increase in the April unemployment rate served to boost thrift prices in early-May, as the
weak employment data lessened expectations of a strong economic recovery that could lead to
higher interest rates. Thrift stocks stabilized in mid- and late-May, as Citigroup’é proposed $5.8
billion acquisition of Golden State Bancorp had little impact on the broader thrift market. While
the broader market experienced extensive selling pressure in early-June, the decline in thrift
issues was relatively mild as investors continued to be attracted to the genefally more stable

performance characteristics of thrift stocks.
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Thrifts experienced more extensive selling pressure at the beginning of the third
quarter of 2002, as the downturn in broader market weighed on thrift issues as well. Lower
interest rates, second quarter earnings that generally met expectations and acquisition speculation
in certain regional m.arkets' supported a recovery in fhriﬂ prices in late-July. “After stabilizing'
during early-August, thrift issues eased higher in conjunction with the broader indexes in mid-
August. Thrift issues traded in a narrower range during the balance of August and into early-
September, thereby sustaining solid gains for 2002 and significantly outperforming the broader
market indexes. A third quarter earmnings warmning by Astoria Financial Corp. had a negative
ripple effect throughout the thrift sector in mid-September 2002, particularly the large-cap issues.
Astoria Financial Corp. warned that third quarter earnings would come in below expectations,
which was attributable to the sustained low interest rate environment that resulted in higher than
expected prepayments in both its mortgage lending and MBS portfolios. Thrift issues settled
into a narrow trading range at the end of third quarter, as a number of the larger publicly-traded
thrifts reaffirmed third quarter earnings targets. Third quarter earnings warnjngs by some of the

large banks contﬁbuted‘ to a decline in thrift stocks at the beginning of the fourth quarter.
‘However, thrift stocks bounced back in mid-October;reﬂecting géﬁerally favorabl.e third quarter

earnings reports from the thrift sector.

The gains recorded in thrift issues in October were sustained into-early November
2002, which was supported by the rally in the broader stock market and growing speculation that
the Federal Reserve would cut rates in November. Despite the larger than expected rate cut by
the Federal Reserve, thrift stocks eased lower in mid-November. The downward pressure in
thrift issues was attributable to concerns about potential margin compression and mortgage
servicing rights impairment resulting from the decline in short-term interest rates. However,
thrift issues recovered in late-November, as financial issues participated in the broader market
rally. Thrift issues settled into a narrow trading range in December, reflecting the lack of

meaningful news in the financial sector and an uncertain outlook for 2003.

Financial stocks participated in the broader market rally at the beginning of the
new year, particularly those with relatively high dividend yields in light of the elimination of
dividend taxation set forth in the government’s economic stimulus package. Despite generally

favorable fourth quarter earnings, thrift issues eased lower in late-January 2003. Thrift issues
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traded in a narrow range throughout February and into mid-March, thereby outpertioz'ming the
broader market. The stronger performance exhibited by thrift stock continued to supported by
the relatively low risk characteristics associated with residential lenders, as well as the general -
~earnings benefit of operating in a low interest rate environment with a relatively stéep yield
curve. Thrift stocks remained fairly stable at close of the first quarter, exhibiting far less
volatility compared to the boarder stock market that produced dramatic day-to-day swings as

investors reacted to the most recent news on the war’s direction.

Financial stocks eased higher at the beginning of the second quarter, as positive
news on the war with Iraq lifted stocks in general. First quarter earnings that were generally in-
line with expectations sustained the positive trend in thrift issues through early-May, as thrift
stocks participated in the broader stock market rally. With the exception of acquisition-related
price movements, thrift stocks settled into a narrow trading range in mid-May. On May'16,
2003, the SNL Index for all publicly-traded thrifts closed at 1214.7, an increase of 5.5 percent

from one year ago.

B. The New Issue Market

In addition to thrift stock market conditions in general, the new issue market for
converting thrifts is also an important consideration in determining the Company’s pro forma
market value. The new issue market is separate and distinct from the market for seasoned stock
thrifts in that the pricing ratios for converting issues are computed on a pro forma basis,
specifically: (1) the numerator and denominator are both impacted by the conversion offering
amount, unlike existing stock issues in which price change affects only the numerator; and (2)
the pro forma pricing ratio incorporates assumptions regarding source and use of proceeds,
effective tax rates, stock plan purchases, etc. which impact pro forma financials, whereas pricing
for existing issues are based on reported financials. The distinction between pricing of
converting and existing issues is perhaps no clearer than in the case of the price/tangible book
("P/TB") ratio in that the P/TB ratio of a converting thrift will typically result in a discount to
tangible book value whereas in the current market for existing thrifts the P/TB ratio often reflects
a premium to tangible book value. Therefore, it is appropriate to also consider the market for

new issues, both at the time of the conversion and in the aftermarket.
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Thrift offerings completed in 2003 have generally been well received, althoug@ investors
have taken a more cautious approach to converting thrift issues as most of the recent offerings
have not been oversubscribed. As shown in Table 4.2, only one standard conversion offering has
been completed during the past three months. The pro forma price/tangible bdok ratio of the
recent standard conversion equaled 61.9 percent. No second-step conversion offerings have been
completed during the past three months, which are considered to be more relevant for purposes

- of determining Bank Mutual’s pro forma pricing. However, there were four second-step
conversion offerings that closed in January 2003. The average pro forma price/tangible book
and core price/earnings ratios of the four second-step offerings at closing equaled 103.2 percent
and 17.9 times, respectively. In general, second-step conversions tend to be priced (and trade in
the aftermarket) at a higher P/TB ratio than standard conversions. We believe investors take into
consideration the generally more leveraged pro forma balance sheets of second-step companies,
their track records as public companies prior to conversion, and their generally higher pro forma

ROE measures relative to standard conversions in pricing their common stocks.

Exhibit IV-4 presents historical obfferihg data for second-step conversions, illusfrating the

historical trends and characteristics of second-step offerings.

As stated previously, only one standard conversion has been completed in the last three
months, and it is not traded on a public exchange. Therefore, no meaningful analysis is possible

regarding the current market pricing ratios of this non-listed company.

C. The Acquisition Market

_ Also considered in the valuation was the potential impact on Bank Mutual’s stock
price of recently completed and pending acquisitions of other savings institutions operating in
Milwaukee. As shown in Exhibit IV-5, there have been seven Wisconsin thrift acquisitions
completed between since the beginning of 1999, including Bank Mutual’s acquisition of First
Northemn, and there are currently no acquisitions pending of Wisconsin savings institutions. The
recent acquisition activity involving Wisconsin thrifts may imply a certain degree of acquisition
speculation for the Company’s stock. To the extent that acquisition speculation may impact the

Company's offering, we have largely taken this into account in selecting companies which
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operate in regional markets that have experienced a comparable level of acquisition activity as
the Company’s market and, thus, are subject to the same type of acquisition speculation that may

influence Bank Mutual’s trading price.

D. Trading in Bank Mutual’s Stock

Since Bank Mutual’s minority stock currently trades under the symbol “BKMU”
on the NASDAQ National Market System, RP Financial also considered the recent trading
activity in the valuation analysis. Bank Mutual had a total of 21,408,971 shares issued and
outstanding at March 31, 2003, of which 10,215,797 shares were held by public shareholders and
were traded as public securities. As of May 16, 2003, the Company’s closing stock price was
$30.01 per share. There are significant differences between the Company’s minority stock
(currently being traded) and the conversion stock that will be issued by the Company. Such
differences include different liquidity characteristics (the new conversion stock will be more
liquid owing to larger number of public shares available to trade), a different return on equity for
the conversion stock and dividend payments will bé made on all shares outstanding;,_théreby, ’
}reQuiring a higher payouf ratio to sustain the current level of dividends paid to non-MHC
shareholders. Since the pro forma impact has not been publicly disseminated to date, it is
appropriate to discount the current trading level. As the pro forma impact is made known

publicly, the trading level will become more informative.

k % % k k k k k k % *

In determining our valuation adjustment for marketing of the issue, we considered
trends in both the overall thrift market, the new issue market including the new issue market for
second-step convefsions, the acquisition market and recent trading activity in the Company’s
minority stock. Taking these factors and trends into account, RP Financial concluded that no

adjustment was appropriate in the valuation analysis for purposes of marketing of the issue.
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8. Management

Bank Mutual’s management team appears to have experience and expertise in all of the
key areas of the Company’s opc_erations. Exhibit IV-6 provides summary resumes of Bank
Mutual’s Board of Directors and senior management. " The financial charécterisﬁcs of the
Company suggest that it is effectively managed and there appears to be a well-defined

organizational structure.

Similarly, the returns, capital positions, and other operating measures of the Peer Group.
companies are indicative of well-managed financial institutions, which have Boards and
management teams that have been effective in implementing competitive operating strategies.
Therefore, on balance, we concluded no valuation adjustment relative to the Peer Group was

appropriate for this factor.

9. Effect of Government Regulation and Regulatory Reform

In summary, as a fully-converted OTS.regulated institution, the Bahk and the Company
Willxoperate in substantially the same regulatory environment as the Peer Groﬁﬁ members -- all
of whom are adequately capitalized institutions and are operating with no apparent restrictions.
Ten out of the eleven Peer Group companies maintain bank subsidiaries that are under OTS
regulation. Exhibit IV-7 reflects the Company’s pro forma regulatory capital ratios. On balance,

no adjustment has been applied for the effect of government regulation and regulatory reform.

Summary of Adjustments

Overall, based on the factors discussed above, we concluded that the Company’s pro

forma market value should reflect the following valuation adjustments relative to the Peer

Group:
Key Valuation Parameters: Valuation Adjustment
Financial Condition Slight Upward
Profitability, Growth and Viability of Earnings Slight Downward
Asset Growth No Adjustment

Primary Market Area Slight Downward
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Key Valuation Parameters: Valuation Adjustment
Dividends No Adjustment
Liquidity of the Shares No Adjustment
Marketing of the Issue | : - No Adjustment
Management ' "~ No Adjustment

Effect of Government Regulations and Regulatory Reform  No Adjustment

Valuation Approaches

In applying the accepted valuation methodology promulgated by the OTS and adopted by
the FDIC, i.e., the pro forma market value approach, we considered the three key pricing ratios
in valuing Bank Mutual’s to-be-issued stock -- price/eamings ("P/E"), price/book ("P/B"), and
_ price/assets ("P/A") approaches -- all performed on a pro forma basis including the effects of the
conversion proceeds. In computing the pro forma impact of the conversion and the related
pricing ratios, we have incorporated the valuation parameters disclosed in Bank Mutual’s
. prospectus for reinvestment rate, effective tax rate, offering exbenses and stock benefit plan
~ assumptions (summarizéd in Exhibits IV-8 and IV -9). In our estimate of value, we assessed the
relationship of the pro forma pricing ratios relative to the Peer Group, and the recent conversions

including second-step conversion offerings.

RP Financial's valuation placed an emphasis on the following:

0 P/E Approach. The P/E approach is generally the best indicator of long-term
value for a stock. Given the similarities between the Company's and the Peer
Group's earnings composition and overall financial condition, the P/E approach
was carefully considered in this valuation. At the same time, since reported
earnings for both the Company and the Peer Group included certain non-recurring
items, we also made adjustments to earnings to arrive at core earnings estimates
for the Company and the Peer Group and resulting price/core earnings ratios.

0 P/B Approach. P/B ratios have generally served as a useful benchmark in the
valuation of thrift stocks, particularly in the context of conversion offerings, as the
earnings approach involves assumptions regarding the use of proceeds. RP
Financial considered the P/B approach to be a valuable indicator of pro forma
value taking into account the pricing ratios under the P/E and P/A approaches.
We have also modified the P/B approach to exclude the impact of intangible
assets (i.e., price/tangible book value or “P/TB”), in that the investment
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community frequently makes this adjustment in its evaluation of this pricing
approach.

P/A Approach. P/A ratios are generally a less reliable indicator of market value,
as investors typically assign less weight to assets and attribute greater weight to
book value and earnings - we have also given less weight to the assets approach.
Furthermore, this approach as set forth in the regulatory valuation guidelines does
not take into account the amount of stock purchases funded by deposit

- withdrawals, thus understating the pro forma P/A ratio. At the same time, the P/A

ratio is an indicator of franchise value, and, in the case of highly capitalized
institutions, high P/A ratios may limit the investment community's willingness to
pay market multiples for eamnings or book value when ROE is expected to be low.

Trading of BKMU stock. Converting institutions generally do not have stock
outstanding. Bank Mutual, however, has public shares outstanding due to the

mutual holding company form of ownership. Since BKMU is currently traded

on the NASDAQ, it is an indicator of investor interest in the Company’s

conversion stock and therefore received some weight in our valuation. Based

on the May 16, 2003 stock price of $30.01 per share and the 21,408,971

shares of Bank Mutual stock issued and outstanding, the implied value of
$642.5 million was considered in the valuation process. However, since the

conversion stock will have different characteristics than the minority shares,
and since pro forma information has not been publicly disseminated to date,

the current trading price of Bank Mutual’s stock was somewhat discounted

herein but will become more important towards the closing of the offering.

The Company has adopted Statement of Position ("SOP") 93-6, which causes earnings

per share computations to be based on shares issued and outstanding excluding unreleased ESOP

shares. For purposes of preparing the pro forma pricing analyses, we have reflected all shares

issued in the offering, including all ESOP shares, to capture the full dilutive impact, particularly

since the ESOP shares are economically dilutive, receive dividends and can be voted. However,

we did consider the impact of SOP 93-6 in the valuation.

Based on the application of the three valuation approaches, taking into consideration the

valuation adjustments discussed above, RP Financial concluded that, as of May 16, 2003, the

aggregate pro forma market value of Bank Mutual’s conversion stock was $516,423,910 at the

midpoint, equal to 51,642,391 shares at $10.00 per share. The midpoint and resulting valuation

range is based on the sale of a 52.28 percent ownership interest to the public, which provides for

a $270.0 million public offering at the midpoint value.
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1. Price-to-Bamnings ("P/E"). //The application of the P/E valuation method requires
calculating the Company's pro forma market value by applying a valuation P/E multiple to the
pro forma earnings base. In applying this technique, we considered both reported eamings and a
recurring éamings base, that is, earnings adj'us'ted to exclude- ény one-time non-operat‘i.ng items,
plus the estimated after-tax eamnings benefit of the reinvestment of the net proceeds. The
Company’s reported earnings, incorporating the reinvestment of $94,000 of MHC assets at an
after-tax reinvestment rate of 2.69 percent, equaled $26.1 million for the twelve months ended
March 31, 2003. In deriving Bank Mutual’s core eamnings, the only adjustments made to
reported earnings were to eliminate gains on the sale of loans and investment securities, which
equaled $6.8 million and $9,000, respectively, for the twelve months ended March 31, 2003. As
shown below, on a tax effected basis, assuming an effective marginal tax rate of 35.0 percent for
the gains eliminated, the Company’s core earnings were determined to equal $21.655 million for
the twelve months ended March 31, 2003. (Note: see Exhibit IV-10 for the adjustments applied

to the Peer Group's earnings in the calculation of core earnings).

Amount

($000)
Net income $26,086
Net gain on sale of investments(1) ©)
Net gains on sale of loans(1) (4,425)
Core earnings estimate $21,655

(1) Tax effected at 35.0 percent.

Based on the Company’s reported and estimated core earnings, and incorporating the
impact of the pro forma assumptions discussed previously, the Company’s pro forma reported
and core P/E multiples at the $516.4 million midpoint value equaled 16.38 times and 19.05
times, respectively, which provided for a premium of 14.9 percent and a discount of 5.4 percent
relative to the Peer Group's average reported and core earnings multiples of 14.26 times and

20.14 times, respectively (see Table 4.3).

2. Price-to-Book ("P/B"). The application of the P/B valuation method requires

calculating the Company’s pro forma market value by applying a valuation P/B ratio to Bank

Mutual’s pro forma book value. The Company’s pre-conversion book value was adjusted to
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include $94,000 of equity held at the MHC level which will be consolidated with the Company’s
capital as a result of the conversion. Based on the $516.4 million midpoint valuation, Bank
Mutual’s pro forma P/B and P/TB ratios equaled 90.58 percent and 100.87 percent, respectively.
In comparison to the average P/B and P/TB ratios for the Peer Group of 14‘5.62 percent and
156.56 percent, the Company’s ratios reflected a discount of 37.8 percent on a P/B basis and a
discount of 35.6 percent on a P/TB basis. RP Financial considered the discounts under the P/B
approach to be reasonable in light of the valuation adjustments referenced earlier, the Company’s

resulting P/E multiples and lower return on equity.

3. Price-to-Assets ("P/A™). The P/A valuation methodology determines market
value by applying a valuation P/A ratio to the Company’s pro forma asset base, conservatively
assuming no deposit withdrawals are made to fund stock purchases. In all likelihood there will
be deposit withdrawals, which results in understating the pro forma P/A ratio which is computed
herein. At the midpoint of the valuation range, Bank Mutual’s value equaled 16.64 percent of
pro forma assets. Comparatively, the Peer Group companies exhibited an.average P/A ratio of
. 16.88 percent, which implies a discount of 1.4 percent has Been applied fo the Company’s pro

forma P/A ratio.

Comparison to Recent Conversions and Second-Step Offerings

As indicated at the beginning of this chapter, RP Financial's analysis of recent standard
conversion and second-step offering pricing characteristics at closing and in the aftermarket has
been limited to a "technical" analysis and, thus, the pricing characteristics of recent standard
conversions and second-step offerings are not the primary determinate of value herein.
Particular focus was placed on the P/TB approach in this analysis, since the P/E multiples do not
reflect the actual impact of reinvestment and the source of the stock proceeds (i.e., external funds
vs. deposit withdrawals). The only recent standard conversion completed within the past three
months closed at a price/tangible book ratio of 61.9 percent (see Table 4.2). The price of the

recent standard conversion appreciated by 20.0 percent during the first week of trading.

The average pro forma price/tangible book ratio for the four second-step conversion

offerings completed in 2003 equaled 103.2 percent. On average, the prices of the four second-
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step conversion offerings increased by 11.4 percent during the first week of trading. In
comparison, the Company’s P/TB ratio at the appraised midpoint value reflects a discount of 2.3
percent relative to the average closing P/TB ratio of the four second-step conversion offerings

 that have been completed in 2003.

Valuation Conclusion

Based on the foregoing, it is our opinion that, as of May 16, 2003, the estimated
aggregate pro forma market value of the Company, inclusive of the sale of the MHC’s ownership
interest to the public shareholders was $516,423,910 at the midpoint. Based on this valuation
and the approximate 52.28 percent ownership interest being sold in the public offering, the
midpoint value of the Company’s stock offering was $270,000,000, equal to 27,000,000 shares at
a per share value of $10.00. Pursuant to conversion guidelines, the 15 percent offering range
indicates a minimum offering value of $229,500,000 and a maximum offering value of
$310,500,000. Based on the $10.00 per share offering price, this valuation range equates to an
- offering of 22,950,000 shares at the minimum and 31,050,000 shares at the maximum. Tn the
event the appraised value is subject to an increase, the offering range may be increased up to a
supermaximum value of $357,075,000 without requiring a resolicitation. Based on the $10.00
per share offering price, the supermaximum value would result in an offering of 35,707,500
shares. The pro forma valuation calculations relative to the Peer Group are shown in Table 4.3

and are detailed in Exhibit IV-8 and Exhibit IV-9.

Establishment of the Exchange Ratio

OTS regulations.provide that in a conversion of a mutual holding company, the minority
stockholders are entitled to exchange their shares of the Company’s common stock for newly
issued shares of Bank Mutual as a fully converted company. The Board of Directors of the MHC
has independently determined the exchange ratio. The determined exchange ratio has been
designed to preserve the current aggregate public ownership percentage in Bank Mutual equal to
47.72 percent as of March 31, 2003. Pursuant to this formula, the exchange ratio to be received

by the existing minority shareholders of Bank Mutual will be determined at the end of the
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offering based on the total number of shares sold in the subscription and community offerings.
As shown in Table 4.3, the exchange ratio for the minority shareholders would be 2.0504 shares,
2.4122 shares, 2.7740 shares and 3.1901 shares at the minimum, midpqint, maximum and
su‘pennaﬁ(imurn of the offering range, respeétively. RP Financial expresses no opinion on the

proposed exchange of newly issued Company shares for the shares held by the minority

stockholders or on the proposed exchange ratio.
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EXHIBIT I-1
Bank Mutual Corporation
Map of Office Locations
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i Glendale

i Milwaukea (7)




EXHIBIT 1-2
Bank Mutual Corporation
Audited Financial Statements

[Incorporated by Reference]



EXHIBIT I-3

Bank Mutual Corporation
Key Operating Ratios
At or for the
Three Months Ended
March 31, Ator for the Year Ended December 31.
2003 002 . 200 2001 2000 1999 1538

Selected Financial Ratios: : _ S - : : - .
Net intgrest margin® 2.74% - 2.98% 2.88% 12.67% 2.76% 244% . 258%
Net interest rate spread 2.38 2.51 2.52 222 226 2.03 2.16
Return on average assets 0.83 0.89 0.92 0.71 0.76 0.24% 0.60
Return on assets, excluding goodwill® 0.83 0.89 0.92 0.82 0.82 0.46 0.70
Return on average sharcholders' equity 7.37 8.24 8.44 6.85 7.86 (255 6.57
Retumn on average shareholders® equity, excluding ) ’
goodwil ! 7.37 8.24 8.44 7.89 8.43 4.79 7.60
Noninterest inCOME t0 VETAZE SSELS ..uunuvsensrecrvrresrmossmsensonsenns. 0.16 0.13 0.58 0.58 0.48 0.43 0.46.
Efficiency ratio, excluding amortization of goodwill‘”‘q ........ 58.97 58.59 57.36 58.92 58.48 75.31 62.66
Noninterest expense (excluding amortization of

goodwill) as a percent of average assets™.........oourvrrcarenrs 1.89 1.50 1.88 1.82 1.82 2.09 1.83
Shareholders® equity to total assets, 11.07 10.75 11.36 10.47 10.20 9.26 9.38
Tangible shareholders® equity to adjusted total assets™.......... 9.39 8.82 9.48 8.57 8.11 8.66 8.02
Dividend payout ratio 17.43 14.07 12.77 14.09 n/a nfa nfa
Selected Asset Quality Ratios: ) -
Non-performing loans to loans receivable, net ... oivveenecencne 0.51% 0.21% 0.50% 0.19% 0.16% 0.44% 0.65%
Non-performing assets to total assets.... treveearerinreterrenente: 0.33 0.16 0.32 0.14 0.19 0.44 0.55
Allowance for loan losses to non-performing loans 151.87 32422 151.87 34590 392.12 144.54 101.86
Allowance for loan losses to non-performing assets... . 139.78 268.76 139.40 31213 226.55 88.79 66.98
Allowance for loan losses to total loans receivable, net.......... 0.77 0.69- 0.76 0.67 0.62 0.64 0.66
Charge-offs to average loans. : 0.00 0.01 0.0l 0.04 0.01 0.02 0.08
Period-end Operating Statistics:
Number of branch offices 70 70 70 70 - 170 51 52
Number of full-time equivalent employees...

¢

@

&)

@)
&)

®

™

762 . 767 756 760 752 543 546

Tangible sharehblder_s‘ equity is shareholdérs' equity reported'unde'r gererally accepted ~
accounting principles minus goodwill, other intangible assets net of deferred tax, and mortgage
servicing rights.

From date of restructuring (November 1, 2000) to December 31, 2000 based upon 21,570,803
weighted-average shares outstanding. No shares were outstanding prior to November 1, 2000.

In 1999, our non-interest expense included a special write-off of intangible assets of $15.6 million,
resulting from the acquisition of First Federal Eau Claire, which we deemed to be impaired. -
Mutual Savings Bank acquired First Federal Eau Claire on March 31, 1997.

Net interest margin is calculated by dividing net interest income by average eamings assets.

In 2002, accounting rules conceming the amortization of goodwill changed. These ratios are also
being presented “excluding goodwill” so as to make them comparable among the years presented,
on the same basis as they will be presented going forward, and to eliminate the unusual effect of
the goodwill impairment in 1999 which distorts year-to-year comparisons. We believe this makes
year-to-year comparisons more meaningful because it eliminates differences in accounting
treatment; however, you should also consider the unadjusted ratios.

Efficiency ratio is calculated by dividing noninterest expense by the sum of net interest income
and noninterest income.

The ratio is calculated by dividing total shareholders’ equity minus goodwill, other intangible
assets net of deferred taxes and mortgage servicing rights by the sum of total assets minus
goodwill, other intangible assets net of deferred taxes and mortgage servicing rights.

Source: Bank Mutual's prospectus.



) EXHIBIT I-4
Bank Mutual Corporation
Investment Portfolio Composition

Money market investments
Interest-eamning deposits......oevviiveririenneeriirieenannerans
Federal funds sold......coooovviiiciniciicniiienieinia
Total money market investments.........cc...oueeueennnn,
Investment securities available-for-sale

United States government and federal agency obligations.
Corporate iS5U€ SETUIItiES.cvivsviriiininsiriiireiiceeeereerene
Taxable Municipal obligations..........cecerevniieennnnrennnn
Freddie Mac stock......cooiviiiiiinniiinniiniiiiiiiencennn

Mortgage-related securities available-for- sale
by issuer:
Freddie Mac......ccoeeiiiininiin i i
Fannie Mae....ccooiveiiiiviiiiinii e,
Private placement CMO's.........oveeeseennn. PR

L6 10 N P

. Total mortgage-related 's_ecurities..,;.,...‘.........? .......
Total investment portfolio................ verereene v

At

Source: Bank Mutual's prospectus.

March 31, At December 31,
2003 2002 2001 2000
Carrying/ Carrying/ Carrying/ Carrying/
Fair Value  Fair Value Fair Value Fair Value
(Dollars in thousands)
S 38,445 S 36,462 S 35338 3% 15,097
135,000 165.000 175,000 20,000
S_ 173445 S 201462 S 210,338 § 35,097
S 4425 S 34,034 S 32982 § 31,080
26,065 28,212 41,319 60,397
8,543 9,563 17,189 999
700 - - -
1,274 1,417 1,569 1,653
S__80838 S 73226 S 93059 § 94,129
S 279,864 S 288,113 S 161,895 § 70,106
317,415 296,604 328,630 377,027
4,338 8,406 28,783 15,489
24830 25,000 1,776 . . 2251
S_626447 S 6I8123 S 521084 3 464873
S_880730 S 892811 S __ 824481 § __ 594009



Bank Mutual Corporation
) Yields and Costs
Years ended December 31,
12002 2001 _ 2000__
Interest Average Interest  Average. Interest  Average .
Average Earned/ Yield/ Average 'Earped/ Yield/ Average Earned/ Yield/
Balance Paid Cost - Balance Paid © Cost Balance Paid Cost "~
. (Dollars in thousands) -
Assets:
Interest-Earning Assets:
Loans receivable, net(1) ... © §1,808,861 $124,490 6.88%  §1,932,281 $147,558 7.64%  $1,263,100 $96,511 7.64%
Moctgage-related securities...... 576,259 32,256 5.60 480,856 31,042 6.46 466,924 ' 31,725 6.79
Investment securities(2).... 120,015 .'5,580 4.65 145,889 8,212 5.63 74,396 " 5,412 727
Interest-¢amning deposits . 27,991 431 1.54 29,485 - 994 337 12,735 791 621
Federal funds ......cceieennnenes 162,137 2,675 165 - 96,142 3,180 3.31 20,708 1272 6.14
Total interest-eamning assets 2,695,263 165,432 6.14 2,684,653 190,986 7.11 1,837,863 135711 7.38
Noninterest-eaming assets 179,081 174909 91,401 :
Total average assets..... 52.874344 $2,859,562 $1,929,264°
Liabilities and Equity:
Interest-Bearing Liabilities:
Savings deposits c.wrvcornne $ 229303 $ 2,402 105§ 209,020 § 3,902 1.87 $ 157,516 3,837 244 .
Money market accounts............ 349,868 6,673 1.91 318,211 12,200 3.83 233,549 12,208 523 -
Interest-bearing . )
demand accounts ......cevinees 141328 833 0.59 128,435 1,208 0.94 96,432 992 1.03
Time deposits...mrcusmsssessssnses 1.281.258 54,983 429 1,262,584 71,974 5.70 849,328 48,750 574
Total deposits...mmmmmensensiese 2,001,757 64,891 324 1,918,250 89,284 4.65 1,336,825 65,787 492 .
Advance payment by borrowers ) : :
- for taxes and insurance.......... 21,401 243 1.14 22,307 399 1.79 14,047 332 - 236
BOTOWINGS 1vvvvreceeresemsinssrisnaseens 398684 22,544 5.65 502.881 29,689 5.90 309,746 18,861 609 -
Total interest- . . ) i
~ bearing liabilities 2,421,842 87,678 3.62 2443438 - 119372 489 1,660,618 84,980 512
_Noninterest-Bearing Liabilities
Noninterest-bearing e -
deposits 92,988 82,368 50,959
Qther noninterest-
bearing liabilities ..c.convrruvecunecs 44836 37,362 30,706
Total noninterest- v
bearing liabilities ......cecvurersen 137,824 730 81,655
" Total lizbilities..... . 2,559,666 2,563,168 1,742,283
EQUILY coveuuerrersreeen 314678 296,394 _ 186,981
Total average liabilities
and EQUILY .uoveriemerinissrersssssns $2.874.344 $2.859.562 $1.929,264
Net interest income and net
interest rate spread (3)..uun.nnne. $_71754 2.52 $_71614 2.22 $30.731 226
Net interest margin (4) 2.88% 2.67%- ’ 2.16%
Average interest-camnings
assets to average interest-
bearing liabilities ..ouveverrvenrene 1.lix 1.10x 1.11x
4)) For the purposes of these computations, non-accruing loans and loans held for sale are included in the
‘ average loans outstanding,.
) FHLB stock is included in investment securities dollars outstanding and yields.
3 Interest rate spread is the difference between the average yield on interest-earning assets and the average
cost on mterest-beanng liabilities.
1G] Net interest margin is determined by dividing net interest income by total interest-earning assets.

EXHIBIT I-5

Source: Bank Mutual's prospectus.




EXHIBIT I-5 (continued)
Bank Mutual Corporation
Yields and Costs

Three Months ended March 31,

2003 2002
Interest’  Average Interest  Average
Average Earned/ Yield/ Average Earned/ Yield/
Balance Paid Cost Balance Paid Cost
{Dollars In thousands)

Assets: )

Interest-Earning Assets: -
Loans receivable, net (1).ccvccomeccmmsrrennene. §1,753,760 $27,685 6.31%  $1,842,185 §32,842 7.13%

Mortgage-related securities wummimmecscniccrnens 628,236 7353 4.68 539,078 7,940 5.89
Investment securities (2) cecrcermmcrarens 111,024 1,182 4.26 124,929 1,462 4.68
[nterest-carning deposits mmmmmecrimmmcenerencee 32,170 75 093 29,662 118 1.59
Federal funds 131,556 401 1.22 140,944 605 172
Total interest-caming sSets .eeeeeeeremenen.. 2,656,746 36,696 5.52 2,676,798 42,967 6.42

Noninterest-¢aming assels ... msrses 178,340 182554

Total aVerage assels conumesrmemsmcsaosnes $2.835.086 $2,859.392

Liabilities and Equity:

Interest-Bearing Liabilities: - ) . ‘ . . o C T

" Savings deposits - S 232,267 367 063 $ 218131 627 115 .
Money market aCCOUNtS s emsevseerseemerserseens ) - 354,279 T 1,346 1.52 o 339,841 1,686 198

Interest-bearing demand BCCOUNLS coeeeermereeen 140,401 132 0.38 131,654 213 0.65
Time deposits 1,293,510 12,048 373 1,281,075 14971 467
Total deposits 2,020,457 13,893 275 1,970,701 17,497 355
Advance payment by borrowers for taxes
and insurance 7,356 10 0.54 7,907 24 1.21
Borrowings 332,389 4,607 5.54 434179 6,057 5.58
Total interest-bearing liabilities....c.cceurennn... 2,360,202 18,510 3.14 2,412,787 23,578 3.91

Noninterest-Bearing Liabilities
Noninterest-bearing deposits ..o eeerceeroeceonrcs. 102,079 88,810
Other noninterest-bearing liabilities............. 54,455 50,513

Total noninterest-bearing liabilities 156,534 139,323
Total liabilities 2,516,736 2,552,110
Equity _3183350 307242
Total average liabilitics and equity ... $2.835036 $2.859.352
.. Net interest income and net interest rate
spread (3) , S 18188  2.38% 519389 2.51%
Net interest margin (4) o coeeemcreeren. - =2.14% —2.90%
Avenage interest-carnings assets to average )
interest- bearing liabilities..ooerseeern...... L.13x Lllx
) For the purposes of these computations, non-accruing loans and loans held for sale are included in the
average loans outstanding.
) FHLB stock is included in investment securities dollars outstanding and yields.
) Interest rate spread is the difference between the average yield on interest-earning assets and the average
cost on interest-bearing liabilities.
)] Net interest margin is determined by dividing net interest income by total interest-earning assets.

Source: -Bank Mutual's prospectus.



Balance at beginning of period........
Provision for loan losses........ouunn.

Purchase of

First Northem. ..covivvennnecereennns

Charge-offs:

Mortgage loans........ccccceeererrnne
Consumer loans.........cocevvnnnee.
Commercial business loans.......

Total charge-offs................

Recoveries:

Mortgage 10205 ...cceeverrrernnnns
Consumer loans ........ccocevvveeneens

Allowance for loan losses to

non-performing loans ...............

EXHIBIT I-6
Bank Mutual Corporation
Loan Loss Allowance Activity

Source: Bank Mutual's prospectus.

Ator for
_ the Three
Months Ended B : : : .
March 31, At or for the Years Ended December 31,
2003 2002 2001 2000 1999 1998
(Dollars in thousands) .
..... $12,743  $12,245 $12238 § 6948 § 6,855 $ 7,195
..... 258 760 723 423 350 637 -
- -- - 5,028 -- -
..... -- (14) (65) (38) (152) (997)
(86) (428) 337) (156) (189) (223)
..... {19) (39) (415) — - -
(105) 81 817 (1%94) 341y (1,220
113 66 26 1 40 206
9 40 57 32 44 37
-- 113 18 - — -
122 219 101 33 84 243
17 (262) (716) ({161) (257) (977)
$13.018 §$12743 5 _12.245 3 6948 § 6.855
0.00% 0.01% - 0.04% 0.01% 0.02%  0.08%
077% 076% = 0.67% 0.62% - 0.64%  0.66%
130.73% 151.87% 345.90% 392.12% 144.54% 101.86%



EXHIBIT I-7

Interest-caming assets:
Loans receivable:

Commercial business loans
Interest-carning deposits
Investment securities ...
Mortgage-related securi

Other interest-eaming assets
Tota! interest-carning assets

Interest-bearing liabilities:
Interest-bearing demand accounts

Savings accounts
Money market accounts

Advance payments by borrowers for
taxes and insurance

Total interest-bearing liabilities
Interest rate sensitivity gap

Cumulative interest rate sensitivity gap

Cumulative interest rate sensitivity
gap as a percentage total assets

Cumulative interest-eaming assets
as a percentage of interest
bearing liabilities

Bank Mutual's Prospectus.

122.83%

Bank Mutual Corporation
Gap Analysis
: At March 31,2003
Threeto  More Than One More Than
" Withio Three Twelve Year to Three Three Yearsto Over
Months Mounths Years Five Years Five Years Total
(Dollars in thousands)

S 117,315 § 148851 216,810 72,416 s 39,079 § 594,471
139,858 270,015 200,969 55,127 1,318 667237
135,894 117,800 124,467 36,379 18,015 432,553

20,144 21,519 23,357 4,404 1,457 70,831

173,445 - - - - 173,433

47,783 17,028 11,518 3,996 - 80,315

59,215 131,160 300,843 65,775 12,280 $69,273

48,425 - . - .- - 48,423

33797 e R - . 13790

‘ - 775.876 - 706,373 877964 238,097 72,149 2670439

3,191 9,139 21,472 17,828 87,215 138,843

6,421 14,927 35,295 29,588 153,966 240,197

351,851 - - - - 351,851

312,699 386,882 375,965 220,467 - 1,296,013

- 11,792 - - - 1,792

17,312 51,169 241,104 8,345 11,592 329972

691,474 473,909 673,836 276,228 253,173 2368620

S 84402 5 232464 0§ 204128 0§ _Q(RI131) S (181024 5 301839

S %4400 §_ 31686 8§ 520994 5 _dR2863 S__301,839

2.96% 11.11% 18.27% 16.93% 10.58%
112.21% 127.19% 128.33% 112.74%



EXHIBIT 1-8
Bank Mutual Corporation
Fixed Rate and Adjustable Rate Loans

Due after March 31,2004
Fixed Adjustable Total
(In thousands)
Mortgage loans ; - $ 508919  § 693,069 $ 1,201,988
Consumer loans : . o 252,234 144,238 . 396,472
Commercial business 10anS .cuwiiuasnnsenns : - 34182 _ 311 31,355
Total loans due after one year .....oeovevceveencavarernenes by 795,335 $ 840480 S 1635815

Source: Bank Mutual's prospectus
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EXHIBIT I-10
Bank Mutual Corporation
Contractual Maturity By Loan Type

At March 31, 2003
. Commercial
Mortgage Loans Consumer Loans  Buslness Loans Total
. - (In thousands)

Arﬁoﬁnts Dae: , .
Within ORE Year ... vrerrsesricrenranasens $ 50,618 N 36,060 $ 33,526 s 120,204

After one year

One to two years 34,222 27,067 14,705 75,994
Two to three years... 40,703 29,240 9,661 79,604
Three to five years 51,782 74,558 8,477 134,817
Five to ten years.. 160,397 212,141 553 373,091
Ten to twenty years.. 442,986 53,466 3,959 500,411
Over twenty years, 471,898 = - 471,898

Total due after one year....... 1,201,988 396,472 ' 37355 1635815

Total loans receivable ........ $.1252606 S 432532 s 70881 S 1756019

Less C . : .

- Undisbursed loan proczeds. 46,707
Allowance for loan losses.. 13,018
Deferred loan fees.......... 2,396

Net loans receivable S 1693898

Source: Bank Mutual's prospectus.



EXHIBIT I-11
Bank Mutual Corporation
Loan Originations, Purchases and Sales

For the Three Months
—Ended March31, r the Yeary Ended D
2003 200 2002 200t 2000
(In thousands)
Balance outstanding at beginning of period........voveeriunun.. $ 1,793,951 S 1,923,799 § 1,923,799 § 2,035387 '$ 1,104,956
Originations:
Mortgage loans......coocviinaneen 236,429 125,978 752,771 691,466 189,706
C loans 65,724 51,106 293,320 242,580 141,943
Commercial business loans 15,494 9,160 27,141 30,202 23,189
Total foan originations......ceeeeviviicrecesiincreniarnnne . 311,647 186,244 1,073.232 _ 964248 354 838
Purchases: :
One- to four-family mortgage 10ans....c.vvvvcererrerernennee - 3,024 4,042 8,885 19,213
First Northem loans (I).............. . — — - - 847 888
Total loan purchases......cceeeeevvrueeererrossiasverenvenns : = 3,024 4,042 8,885 867,101
Less: . ’
Principal payments and repayments:.......coovrieversennnne
Mortgage 10ans....c.iiiiisieeniiinieennns 112,564 107,252 . 533,542 478,737 134317 .
Consumer loans......... : 65,141 61,136 - 276,694 266,831 89,637 .-
Commercial business loans.. S 5671 . 6,522 27.013 20114 32412
Total principal payments..... 183378 174910 837,254 774,682 256,366
Transfers to foreclosed real estate....ooovvunnirrecrneneennnne 350 195 1271 409 2,697
Loan sales:
Mortgage J0ans. ...cevereieeereesienesreesrnsesrenerenaene 115,992 64,005 368,597 307,843 32,397
Education loans, . - - - 1,787 48
Total loan sales... 115592 64,005 368,597 309,630 32,445
Total loans receivable and loans held for sale............... S 1811878 S 1873757 S 1793951 S 1923799 S5 2035387

Source: Bank Mutual's prospectus.




EXHIBIT I-12
Bank Mutual Corporation -
Non-Performing Assets

At March 31, At December 31,
2003 2002 2001 2000 1999 1998
Non-accrual mortgage loans...........ueuenen.es $ 1,89 $1,399 $1,814 $ 730 $3,372 $_271_9-3
Non-accrual consumer loans...................... 578 527 444 383 283 320
Non-accrual commercial business loans......... 5,168 5,357 346 750 - -
Accruing loans delinquent 90 days or more.... 941 1,108 936 1,258 1,152 3.617
Total non-performing loans.............. 8,572 8,391 3,540 3,121 4,807 6,730
Foreclosed properties and repossessed :
assets, el 741 750 383 2,281 3.018 3,505
Total non-performing assets............. $9313 89,144 £3923 $£5402 $785 £10235
Non-performing loans to total loans............. 0.51% 0.50% 0.19% 0.16% 0.44% 0.65%
Non-performing assets to total asset............. 0.33% 0.32% 0.14% 0.19% 0.44% 0.55%
Interest income that would have been _ .
recognized if non-accrual loans - - ' : ‘ .
had been current............. e . $ 190 -8 375 $ 139 8§ 77 . 8 245 S 185

Source: Bank Mutual's prospectus
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EXHIBIT I-14

Bank Mutual Corporation
Jumbo Deposit Maturity
Maturity Period ‘ Amount
' . . (In thousands)
Three mMONthS OF 1ESS.....ouvereecercnrereenrarnaeercsesnstessssssssssasseae b 41,391
Over three months through six months 16,414
Over six months through 12 months............... 29,253
Over 12 months through 24 months................ 22,077
Over 24 months through 36 months................ 25,438
Over 36 MONthS ....ccvvrveverrerenreerererenesreseeseanans 34515
TOAL ettt sse e tsene e st st sans s sas e rrnsas e b e searaes 3 169,088

Source: Bank Mutual’s prospectus.




I-15

Bank Mutual Corporation
Borrowing Activity
Ator for the
Three Months
Ended Ator for the Year Ended December 31,
March 31,2003 2002 2001 2000
(Dollars in thousands)

Balance outstanding at end of period:

Notes payable to FHLB......cccceeriivvennnievnrnnannn - $ 329,844 $ 332,299 $ 442,025 § 546,489

Overmight borrowings from FHLB - - - - 20,225

Other bOMOWINGS...eviieruriinrciinnnisrnenisnesnense — - 22,679 23,335 910
Weighted average interest rate at end of period. -

Notes payable to FHLB.......cccccviuniinanne.n. ce— 5.55% 5.57% 5.15% 6.31%

Ovemight borrowings from FHLB........c.cevveeeen... - - - 6.85%

Other BOMOWINGS...oivvreuneernrerenerrennirinnneanne - - 0.99% - 139% 5.74%
Maximum amount outstanding dunng the pcnod: . ] : L ;

Notes payable 1o FHLB....0... oo iuenns v 332299 445414 547,653 " 546,760

Ovemight borrowings from FHLE, 9,740 5480 . 29275 120,900

Other borrowings...o.cviverennaannens 11,885 19,835 60,720 2,820
Average amount outstanding during the period:

Notes payable to FHLB....c.cooovvererrvenrrenennnnnns 330,925 395,351 - 491248 289,032

Qvemight borrowings from FHLB. . 108 25 6,348 20,145

Other BOmOWINgGS.coeisiereriiecinininnieranennennennnss - 1,320 3,309 5,285 84
Weighted average interest rate during the period...... -

Fixed interest rate notes payable to FHLB............. 5.63% 5.68% 591 6.56%

Overnight borrowings from FHLB 1.51% 1.53% 574 6.56%

Other borrowings...cevevieiiinniininenienrvensannnnnnn —_ 1.02% 1.45% 338 6.29%

Source: Bank Mutual’s prospectus.




EXHIBIT II-1
- Description of Office Facilities o

Original Original

Date Leased Date Leased -
Leased/ or _ Leased/ . or
Location Acquired Owned* Location Acquired Owned*
Executive Office: -
4949 West Brown Deer Road 1991 Owned
Brown Deer, W1 53223
Southeast Region:
Milwaukee Metro Area: .
Bayshore Mall 1971 Leased Brookfield : 1973**  Owned
5900 N. Port Washington Rd (200%9) 17100 W. Capital Drive
Glendale, WI 53217 Brookfield, WI 53005
Brookfield Square 1975 Leased Brown Deer 1979 -Owned
400 N. Moorland Road (2006) 4801 W. Brown Deer Road
Brookfield, WI 53005 Brown Deer, W1 53223 .
Capitol Drive -~ - 1976  Owned = Cedarburg . 1978**  Leased
~ 8050 W. Capitol Drive ‘ o o W62 N248 Washington Ave : - (2006)
Milwaukee, W1 53222 " - ‘ ’ Cedarburg, W1 53012 :
Downtown 1955 Owned Grafton 1978 Owned
510 E. Wisconsin Avenue 2030 Wisconsin Avenue
Milwaukee, WT 53202 Grafton, W1 53024
Howell Avenue 1977 Owned Mayfair Mall 2001 Leased
33847 S. Howell Avenue 2600 N. Mayfair Road (2011)
Milwaukee, W1 53207 Wauwatosa, W1 53226
Mequon 1970+ Owned Oak Creek . 1972 Owned
11249 N. Port Washington Rd 8780 S. Howell Avenue
Mequon, W1 53092 Oak Creek, WI 53154
Oklahoma Avenue 1982 Owned Sherman Park 1950** Owned
6801 W. Oklahoma Avenue ‘ B 4812 W. Burleigh Street
Milwaukee, WT 53219 Milwaukee, WI 53210
Southgate 1967 Owmed Southridge Mall 1978 Leased
3340 S. 27th Street 5300 8. 76th Street (2004)
Milwaukee, WI 53215 Greendale, W1 53129
Thiensville 1960** Owned West Allis 1976 Owned
208 N. Main Street - 10296 W. National Avenue

Thiensville, WT 53092 West Allis, W1 53227




Location
Madison Area:
Downtewn - .-
23 S. Pinckney Street
Madison, WI 53703

Middleton
6209 Century Avenue
Middieton, W1 53562

Sheboygan Area:
Sheboygan
801 N. 8th Street
Sheboygan, WI 53081

Additional Southeast Locations:

Beaver Dam
130 W. Maple Avenue
Beaver Dam, WI 53916

Berlin
103 E. Huron Street
* Berlin, WIS4923" :

Janesville
2111 Holiday Drive
Janesville, WI 53545

Northwest Region:

Eau Claire Area:
Downtown
319 E. Grand Avenue
Eau Claire, W1 54701

Cub Foods
2717 Birch Street
Eau Claire, WI 54703

Chippewa Falls Area:
Downtown
35 W. Columbia
Chippewa Falls, WI 54729

Menomonie Area:
Downtown
717 Main Street
Menomonie, W1 54751

EXHIBIT II-1(continued)
Description of Office Facilities

Original
Date
Leased/

Acquired
1980

1978

1973

1975

1973

1973

1968**

1996*+

1975+

1967+*

Leased
or
Owned*

Leased

1(2008)

Owned

Owned

Owned

Owned

Owned

Owned

Leased
(2005

Owned

Owned

Location

West . .
5521 Odana Road -
Madison, W1 53719

Mo‘nona
5320 Monona Drive
Monona, WI 53716

Sheboygan Motor Bank
730 N. 9th Street
Sheboygan, WI 53081

Beloit
3 Beloit Mall Shopping Cnter
Beloit, WI 53511

Fond du Lac
W6606A Highway 23

* Fond duLac, W1 54937

Portage:
145 E. Cook Street
Portage, WI 53901

Mall
2812 Mall Drive
Eau Claire, WI 54701

Pinehurst
2722 Eddy Lane
Eau Claire, WI 54703

Falls Pick 'N Save
303 Prairie View Road
Chippewa Falls, WI 54729

North
2409 Hils Ct. N.E
Menomonie, WI 54751

Original
Date "~
- Leased/

Acquired
1982 -

1981

1984

1971
2000

1976

1972#*+

1986*+

1995**

1978+

Leased
or

Owned*

Leased '
(2011)

Owned

Ovwmed

Leased
(2012)

Owned

Owned

Owned

Owned

Leased -
(2005)

Ovmed




A

F

EXHIBIT II-1(continued)
Description of Office Facilities

Original
Date Leased
Leased/ or
Location Acquired Owned*
dditional Northwest Locations:
Barron - . : IR _
1512 E. Division Ave-Hwy. 8 1995%+* Owned
Barron, W1 54812
Cornell
422 Main Street 1980** Leased
Comell, WI 54732 {month to
month)
Hayward
10562 Kansas Avenue 1984** Owned
Hayward, WI 54843
Rice Lake
2850 Pioneer Avenue 1979+ Owned
Rice Lake, W1 54868
St. Croix Falls
144 Washington Street N 1980** QOwned
St. Croix Falls, WI 54024
Woodbury, Mingesota: 1995%*  Owned
8420 City Centre Drive : Co
Woodbury, MN 55125
Northeast Region:
Greater Green Bay Area:
201 N. Monroe Avenue 1975%+ Ovwned
Green Bay, WI 54301-4995
2357 S. Oneida Street 1971**  Owned
Green Bay, WI 54304-5286
2370 East Mason Street 1985%** Owned
Green Bay, WI 54302-3347
749 Main Avenue 1972%+ Owned
De Pere, WI 54115-5190
(Operations Center) 1999" * Leased
201 West Walnut St. (2004)
Green Bay, W1 54303
ox Valley Area:
Appleton 1985 Leased
4323 W. Wisconsin Avenue {2004)

Fox River Mall
Appleton, W1 54915

‘ Location

. Bloomer .

1203 17th Avenue
Bloomer, W1 54724

Ellsworth
385 W. Main Street
Etllsworth, WI 54011

Hudson
2000 Crestview Drive
Hudson, WI 54016

Spooner
500 Front Street -
Spooner, WI 54801

Stanley
118 N. Broadway
Stanley, WI 54768

2255 University Avenue

Green Bay, WI 54308-4995

2603 Glendale Avenue

Green Bay, WI 54313-6823

2424 West Mason Street

Green Bay, W1 54303-4711

330 North Broadway
De Pere, WI 54115-5250

Neenah

101 W. Wisconsin Avenue

Neenah, W1 54956

Original
Date
-Leased/

Acquired

1995%*

1975%+

1979%+

1995%+

1978+

1970**
1986*+*
1992%+

1979*+

1974

Leased
or
Owned*

-Owned
Owned
Owned

Owned

Owned

Owned
Owned
Owned

Owned

Owned




EXHIBIT II-1(continued) :
Description of Office Facilities ‘

Original Original
Date Leased Date~  Leased
Leased/ or . Leased/ or
Location Acquired Owned* Location ‘Acquired  Owned*
Marinette Area: ] R .
* ‘830 Pierce Avenue _ 1972%+ Owned -~ PineTreeMall - . 1978** . Leased
“Marinette, WI 54143-0318 IR 2314 Roosevelt Road o © - (2003)

Marinette, WI 54143-0345

Additional Northeast Locations:

Brillion Crivitz
314 N. Main Street 1973+ Owned 315 Highway 141 1985%+ Owned .
Brillion, WI 54110-1198 Crivitz, WI 54114-0340
Hortonville Kiel
209 South Nash Street 1979** Owned 622 Fremont Street - 1970%* Owned
Hortonville, WI 54944 ‘ Kiel, WI 53042-1321
New Holstein New London . -
2205 Wisconsin Avenue 1976** Owned 101 Park Street 1969** Owned
New Holstein, WI 53061-1291 New London, WI 54961
Peshtigo Shawano
616 French Street 1975+ Owned 835 E. Green Bay Avenue 1981** Owmed
Peshtigo, W1 54157-0193 Shawano, WI 54166-0396
Sturgeon Bay R - '

" 1227 Egg Harbor Road - ~1978** © Owned

- Sturgeon Bay, W1 54235-0068 = - AR

*  Ifaleased property, the chart also shows year of lease expiration.
** Date originally opened by an institution which was acquired by the Bank.

Source: Bank Mutual’s prospectus.



EXHIBIT 1I-2
Historical Interest Rates




- Exhibit 1I-2
Historical Interest Rates(1)

Prime 90 Day One Year 10 Year

Year/Qtr. Ended Rate T-Bill T-Bil T-Bond
1995: Quarter 1 9.00% 5.88% - o 6.48% - 7.20%
Quarter 2 9.00% 5.60%" 5.65% 6.21%
Quarter3 . 8.75% 5.40% 5.65% 6.17%
Quarter 4 : 8.50% 5.10% 5.18% 5.58%
1996: Quarter 1 8.25% 5.13% 5.41% 6.34%
Quarter 2 8.25% 5.18% 5.70% 6.73%
Quarter 3 8.25% 5.14% 5.71% 6.72%
Quarter 4 8.25% 5.21% 5.51% 6.43%
1997: Quarter 1 8.50% 5.35% 6.02% 6.92%
Quarter 2 8.50% 5.25% 5.67% 6.51%
Quarter 3 8.50% 5.06% 547% 6.12%
Quarter 4 8.50% 5.36% 5.51% 5.75%
1998: Quarter 1 8.50% 5.16% 5.41% 5.67%
Quarter 2 8.50% 5.10% 5.38% 5.44%
Quarter 3 8.25% 4.37% 4.41% 4.44%
Quarter 4 7.75% 4.48% 4.53% 4.65%
 1999:. Quarter1 - 7.75% . 4.49% _ 4.72% : '5.25%
Quarter 2 7.75% 4.78% - " 5.07% : 5.81%
Quarter 3 8.25% 4.88% 5.22% 5.90%
Quarter 4 8.50% 5.33% 5.98% 6.45%
2000: Quarter 1 9.00% 5.88% 6.28% 6.03%
Quarter 2 9.50% 5.88% 6.08% 6.03%
Quarter 3 9.50% 6.23% 6.07% 5.80%
Quarter 4 9.50% 5.89% 5.32% 5.12%
2001: Quarter 1 8.00% 4.30% 4.09% 4.93%
Quarter 2 6.75% 3.65% 3.72% 5.42%
Quarter 3 6.00% 2.40% 2.49% 4.60%
Quarter 4 4.75% 1.74% 2.17% 5.07%
2002: Quarter 1 4.75% 1.79% 2.70% 5.42%
Quarter 2 4.75% 1.70% 2.06% 4.86%
Quarter 3 4.75% 1.57% 1.53% 3.63%
Quarter 4 4.25% 1.22% 1.32% 3.83%
2003: Quarter 1 4.25% 1.10% 1.16% 3.87%
May 16, 2003 4.25% 1.04% 1.14% 3.48%

(1) End of period data.

Sources: Federal Reserve. And SNL Financial




EXHIBIT III-1
General Characteristics of Publicly-Traded Institutions
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. EXHIBIT 1II-2
Public Market Pricing of Wisconsin Thrifts
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EXHIBIT [1-3
Public Market Pricing of Midwest Thrifts
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EXHIBIT III-4
Peer Group Market Area Comparative Analysis
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EXHIBIT IV-1
Stock Prices:
As of May 16, 2003
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EXHIBIT IV-2
Historical Stock Price Indices




Year/Qtr. Ended

1995:

1996:

1997:

1998:

" 1999:

2000:

2001:

2002:

2003:

(1) End of period data.

Sources: SNL Financial and Wali Street Journal.

quarter 1

Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3

Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3

Quarter4 -

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
16-May-03

JIA
4157.7
4556.1
4789.1
51171

5587.1
5654.6
5882.2
6442.5

6583.5
7672.8
7945.3
7908.3

8799.8
8952.0
7842.6

9181.4

9786.2
10970.8
10337.0
114971

10921.9
10447.9
10650.9
10786.9

9878.8
10502 .4
8847.6
10021.5

10403.9
9243.3
7591.9
8341.6

79921
8679.0

Exhibit V-2

. S&P 500

500.7
544.8
584.4
615.9

645.5
670.6
687.3
737.0

757.1
885.1
947.3 -
9704

1101.8
1133.8
1017.0
1229.2

1286.4
1372.7
1282.7
1469.3

1498.6
1454.6
1436.5
1320.3

1160.3
1224 4
1040.9
1148.1

1147.4
989.8
815.3
879.8

848.2
944.3

Historical Stock Price Indices(1)

NASDAQ
Composite

817.2
933.5
1,043.5
1,052.1

1,101.4
1,185.0
1,226.9
1,280.7

1,221.7
1,442.1
1,685.7
1,570.4

1,835.7
1,894.7
1,693.8
2,192.7

24614
2,686.1
2,746.2
4,069.3

4,572.8
3,966.1
3,672.8
2,470.5

1,840.3
2,160.5
1,498.8
1,950.4

1,845.4
1,463.2
114724
1,335.5

1,341.2
1,538.5

SNL
Thrift

~ Index

2784

313.5
362.3
376.5

382.1
387.2
429.3
483.6

527.7
624.5
737.5
814.1

869.3
833.5
651.3
705.9

707.6
695.6
609.1
562.4

545.6
567.8
718.3
874.3

885.2
964.5
953.9
918.2

1006.7
1121.4

984.3
1073.2

1096.2
1214.7

SNL
Bank
Index

152.1
171.7
195.3
207.6

225.1
224.7
2492
280.1

2925
333.3
381.7
414.9

456.1
457.7
363.5
439.6

448.4
479.3
409.9
416.7

421.2
387.4
464.6
479.4

459.2
493.7
436.6
473.7

498.3
468.9
396.8
4191

401.0
453.9




EXHIBIT IV-3
Historical Thrift Stock Indices




THRIFTINVESTOR

<lIndex Values>

Index Values Price Appreciation (%)

04/30/03  03/31/03 12/31/02  04/30/02 1 Month Y1 LTM

_ Al Pub, Traded Thrifts 1,183.6 1,096.2 1,073.2 1,117.8. ' 883 1122 . 678
_MHCtndex - ‘ - 18910 17407  1,625.2 1,538.1 ' ‘863 . 1635 2294
Insurance Indexes

SAIF Thrifts 1,1519 1,076.2 1,053.9 1,080.8 7.03 9.30 6.58
BIF Thrifts 1,419.7 1,291.7 1,264.5 1,326.7 9.91 12.28 7.01 -
Stock Exchange Indexes

AMEX Thrifts 386.2 357.5 350.1 3188 8.04 10.31 2112
NYSE Thrifts 779.2 706.0 698.1 745.9 10.36 11.62 4.46
O7C Thrifts 1,371.3 1,291.0 1,240.5 1,244.7 6.22 10.54 10.17
Geographic Indexes

Mid-Atfantic Thrifts 2,703.3 2,484.6 2,438.7 2,529.5 8.80 10.85 6.87
Midwestern Thrifts 2,661.0 2,518.5 2,421.5 2,422.0 5.66 9.89 9.87
New England Thrifts 1,006.9 944.5 935.2 939.6 6.61 7.68 7.16
Southeastern Thrifts 1,102.9 1,013.6 983.7 1,081.5 8.81 12.12 1.98
Southwestern Thrifts 2 X 8110 922.8 874.8 1.10 -020 - 529
Western Thrifts - ‘ i - 1,1494 . 10449 © 10240 10784 : 10.00 - 1225 - 6.58
Asset Size Indexes

Less than $250M 1,090.2 1,072.5 1,012.4 930.2 1.65 7.69 17.20
$250M to $500M 27294 2,620.7 24059 2,156.5 4.15 13.45 26.57
$500Mto $18 1418.0 1,336.4 1,264.6 1,138.6 6.11 12.13 24 54
$1Bte $58 1,679.5 1,567.3 1,521.8 1,488.2 7.16 10.36 12.85
Over $58 v 718.2 654.7 645.1 689.2 9.70 11.33 4.21
Pink Indexes

Pink Thrifts 3023 2945 268.4 2510 264 12.61 20.43
Less than $75M 3431 3416 319.6 272.4 0.43 7.38 25.95
Over $75M 308.6 300.2 272.8 259.1 2.81 13.12 19.09
Comparative Indexes

Dow Jones Industrials 8,480.1 1,992.1 8,341.6 9,946.2 6.11 1.66 -14.74
S&P 500 - 916.9 848.2 879.8 1,076.9 8.10 422 -14.86

Alt SNL indexes are market-value weighted; i.e., an institution’s etfect an an indexis prapartionate ta that institution’s market capitalization. All SNL thift indexes, except far the SNL MHC Index, began at 100 on
March 30, 1984. The SNL MHC index began at 201.082 on Dec. 31, 1992, the level of the SNL Thrift Index on that date. On March 30, 1984, the S&P 500 closed at 159.2 and the Dow Jones Industrials stood at
1,164.9.

Mid-Atiantic: DE, OC, MD, NJ, NY, PA, PR; Midwest: IA, IL, IN, KS, KY, Mi, MN, 80, ND, NE, OH, SD, W!;
New England: CT, MA, ME, NH, RI, VT; Southeast: AL, AR, FL, GA, MS, NC, SC, TN, VA, WV;
Southwest: CO, LA, NM, OK, TX, UT; West: AZ, AK, CA, HI, ID, MT, NV, OR, WA, WY

Source: SNL Financial MAY 2003




EXHIBIT IV-4
Pro Forma Pricing Characteristics
Second Step Conversions By Year (1994-2003)
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EXHIBIT IV-5
Market Area Acquisition Activity
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EXHIBIT IV-6
Bank Mutual Corporation
Director and Senior Management Summary Resumes




. Bank Mutual Corporation
Director and Senior Management Summary Resumes

The table below sets forth certain information regarding the directors, including their terms in office. The

same terms will continue to be in effect with the successor Bank Mutual Corporation.

Term

Principal Occupation and Director
Name and Age Business Experience (1} Since (2 Expires
Thomas H. Buestrin, President of Buestrin, Allen & Associates Ltd., real 1995 2006
67 estate investment, management and development (5)
Michael T. Crowley, Ir., ' Chairman and CEO of Bank Mutual Corporation 1970 2006
60 (3) since 2000; President and CEO of the Bank
Michael T. Crowley, Sr.,  Chairman of the Board of the Bank and, since 2000, 1960 2004
90 (3) the MHC
Raymond W. Dwyer, Jr.,  Retired; prior thereto, architect with R.W. Dwyer 1957 . 2004
80 Architects
Mark C. Herr, Vice President-Corporate Division, Plunkett Raysich 2001 2005
50 Architects
Thomas J. Lopina, Sr. Associate, Spectrum Solutions, Inc., a small business 1979 2005
65 (4) consulting firm
Michael D. Meeuwsen, President and Chief Operating Officer of Bank 1988 2006
49 (4). Mutual Corporation since 2000; Executive Vice .
. President and COO of the Bank since 2003; President
and CEO of First Northern Savings until 2003
William J. Mielke, President and CEO of Ruekert & Mielke Inc., 1988 2006
56 engineering
Robert B. Olson, Paper industry consultant (self-employed); prior to 1997 2005
65 (4) 2001, Vice President of Manufacturing Operations,
Little Rapids Corporation, specialty paper producer
David J. Rolfs, Retired; prior thereto, president of ABCO Dealers 1984 2005
81 Inc., health care industry
J. Gus Swoboda, Retired; prior thereto, Senior Vice President, Human 1987 2004
68 (4) and Corporate Development, Wisconsin Public '
i Service Corporation, electric and gas utility (6)
(1) Unless otherwise noted, all directors have been employed in their respective principal occupations listed for

@

(3)
4

(%)
©

at least the past five years.

Indicates the date when director was first elected to the board of the Bank, First Northern Savings or First
Northern Capital Corp., as the case may be. Each of these persons, other than Mr. Herr, became a director
of Bank Mutual Corporation in 2000.

Mr. Crowley Sr. is the father of Mr. Crowley Ir.

In the First Northern acquisition, we committed to designate these four directors of First Northemn to be
elected to the initial Bank Mutual Corporation board. They were elected by board action after the merger
and were subsequently re-elected by our shareholders. ‘
MTr. Buestrin is also chairman of the Southeastern Wisconsin Regional Planning Commission.

Mr. Swoboda is also a director of American Medical Security Group, Inc., a health and life insurance
company.



Bank Mutual Corporation
Director and Senior Management Summary Resumes(continued)

Executive Officers -

The table below sets forth certain information regarding the persons who have been determined, by our
board of directors, to be executive officers of Bank Mutual Corporation. These persons will continue in the same
positions with the successor Bank Mutual Corporation. : '

Offices and Positions with Executive

Bank Mutual Corporation Officer
Name and Age and the Bank* Since (1)
Michael T. Crowley, Jr., 60 Chairman and Chief Executive Officer of Bank Mutual 1968
Corporation; President and Chief Executive Officer of
the Bank (2)
Michael D. Meeuwsen, 49~ President and Chief Operating Officer of Bank Mutual 1981

Corporation; Executive Vice President and Chief
Operating Officer of the Bank (3)

Eugene H. Maurer, Jr., 57 Senior Vice President and Secretary of Bank Mutual 1982
Corporation; Senior Vice President, Chief Financial
Officer, Treasurer and Secretary of the Bank

Rick B. Colberg, 51 Chief Financial Officer of Bank Mutual Corporation; 1980
Vice President of the Bank (4)
P. Terry Anderegg, 53 Senior Vice President - Retail Operations of the Bank (5) 1993
. Christopher J. Callen, 60 - , Senior Vice President — Lending of the Bank (5)(6) 1998 -
Marlene M. Scholz, 58 Senior Vice President and principal accounting officer of 1981
Bank Mutual Corporation; Senior Vice President and
Controller of the Bank
* Excluding directorships and excluding positions with Bank subsidiaries. Those positions do not constitute a
substantial part of the officers’ duties.
¢} Indicates date when individual first held an executive officer position with the Bank or First Northern

Savings. Each of these persons, other than Mr. Anderegg and Mr. Callen, became a Bank Mutual
Corporation executive officer in 2000.

2) Michael Crowley, Jr. also is a director of PULSE EFT Association, an ATM network of which the Bark is
a member.

3) Michael Meeuwsen is the president and chief operating officer of Bank Mutual Corporation. He also has
been executive vice president and chief operating officer, and a director, of the Bank since 2003, when First
Northern Savings merged into it. Previously, he was president and chief executive officer of First Northern
Savings; he had served as its president since 1989 and chief executive officer since 1990.

) Rick Colberg is the chief financial officer of Bank Mutual Corporation. He is also Vipe Pr‘esident.of the
Bank since 2003, when First Northern Savings merged into it. Previously he was senior vice presuient,_
chief financial officer, and treasurer of First Northern Savings; he had served as chief financial officer since

1980, treasurer since 1982 and senior vice president since 1997.

5) This position has been considered to be an executive officer position of Bank Mutual Corporation since
May 2003, as a result of the merger of the subsidiary banks. . o
6) Christopher Callen is the Senior Vice President-Lending of the Bank. He has served in that position since

1998. He previously was an executive for a commercial bank and a consultant in the banking industry.

Source: Bank Mutual’s prospectus.




EXHIBIT IV-7
Bank Mutual Corporation
Pro Forma Regulatory Capital Ratios




‘snyoadsoid s femynA yueq :90INOS

“SunySram-3s1 94,07 © ALEo Jey) SJOSSE Ul PajsaAul a1 spassold jau swnsse safrjusarod pue s;unolue Tuwoj o1 )

-uawannba o,¢ oyl 10§ AJrjonb Aew awi 0) Swy
Eoc yueg sy} y3noy) uaas sasodind 2ABBHSTY]E 30§ 94 SN O 'SUOLLSUL _Soca: 17 J3Y30 [[¢ 10} %4 PuB Ssaupunos pue Kjajes Joj Suyer L1osiazadns

159y31Y 3Y} 3419931 3By SUORMINSUL STUIABS O] S19SSE PIASHIPE 210} JO 94¢ St judwasinbai jeyides 2100 uoisiazadng Yuy, Jo 91O JUaLND YL, €
. o . "sjosse
paySom-3si1 jo advjuaniad v se umoys ale s{aA2| [eyides paseq-ysny ‘s1asset pajsnlpe (g0} Jo ageiusosad € st umoys aie sjaA9] [ended 2300 pue sjqidue ], @
. | “SUOIIPUOD J33{BL UT 59TULYD 10 SIITYS AY) J0J PULLIAP ‘SUOTLIIPISUOD
Kioye[ngar Jo Jjnsas e se aguel SULIAJJO Ay} UI SEIIUL %G| € O} ANP JNO00 P[NOI YOIYM SIITUS JO JQUINU Y} UL ISEIIIUL UL 0} 303)32 9413 03 paysafpe sy m
%86l  LELY0tS  %O0v8l  750¢8C3  WITLT  STCeses Wlesl  ¥eSeves  WdL8  TOSIEIS §590%7]
0078 986CC1 00’8 L19°ted 008 PLIAAA] 008 96’1t 008 1Lroct e qualGIInbol paseq-ysiy
(A4 XA €TLLTYS 09T 699403 91’sT 179'v8ES 16'tT pLSYIES 991 LLL'1STS et () feiideo jeiog,
T%I001 T9616¢3  %0v6  TL85LL3 %088  §859%¢3 WOy Gl Y9y SS06LIS ssooxg
007 . LOE3IT 00¥ SBELIT 007 E8SOIT - 00y (8CSTT [i[§Z 8T e (£) wawdsnbas 210D
LO¥] 0LT91vS oyl 91z'c6es 08'C1 wﬁ.mhﬂn 0Ttl 121'eses $9°8 yTe'ores {eandea 2109
GISTr . TOGILEs 506 1T  TTGEes W0eTT 036ty WOLoT  TOLGOLS WRRTL TETHOIS 55953
0T T ST BIow 8T 3w 0T 3T L5 B 1A £ e uauRANDbaI 9]qidue L
Loyl 0LZ91+S oy'el 91Z'€6LS 08¢l 891°CLES 0TTl1 121°esES $9'8 yTEOVLS —— 1210 LR R )
AT 144 GLYS TS 95b Yl0pT  VITOEYS - .Syoi LI0HS T¥o0T 0BT COLS s (oded qVVO
A (spuesnoy) uj u..n:.o.E
(p%essy  jJunowmy (7)) 53955y Junowmy (P)Fessy  Jumowmy  (7)SPssy  jumowy  (P) SRSy junowy
Jo judalag JO JuddIIY 30 JudIRY Jojudasag JoJuddzag
(1) pOysuIpy sV WRLXTA JUOAPIA Wi T007 It PN
WNUXeA]

Jo 58 *[BILI0ISIH
[emny yueg

TO0T "TE [PATIN IO 5T TALI0y 07 [PRIRIA v -

.

soney E:%.O. K101e[n39y BULIO,] 01
uoneiodio)) [emny queg
L-Al LIdIHXH"



EXHIBIT 1V-8
Bank Mutual Corporation
Pro Forma Analysis Sheet




EXHIBIT iv-8
PRO FORMA ANALYSIS SHEET
Bank Mutual Corporation

_ May 16, 2003
Peer Group Wisconsin Companies All Public Thrifts
Price Multiple Symbol Subject {1 Mean Median Mean Median Mean  Mediaq
Price-earnings ratio = P/E 16.38 x 14.26x 12.64x 10.75x 10.53x 15.13x 14.37x
Price-book ratio = P/E_ 80.58%, 145.629, 130.92%, 163.12% 175.84% 141.54%, 131.419,
Price-assets ratio = P/A 16.64% 16.88% 12.35% 12.67% 12.01% 14.48%, 13.019,
Valuation Parameters
Pre-Conversion Earnings (Y) $26,086,000 (2) ESOP Stock Purchases (E) 0.00%
Pre-Conversion Book Value (B) $315,413,000 (3) Cost of ESOP Borrowings (S 0.00%
Pre-Conv. Tang. Book Value (B) $257,274,000 (3) ESOP Amortization (T) 10.00 years
Pre-Conversion Assets (A) $2,849,043,000 (3) RRP Amount (M) 4.00%
Reinvestment Rate (2)(R) 2.69% RRP Vesting (N) 5.00 years
Est. Conversion Expenses (3)(X; 1.67% ‘Percentage Sold (PCT) 52.28%
Tax rate (TAX) 35.00% Franchise Tax (L) $0
alculation of Pro Forma Value After Conversion
1. V= P/E * (Y-L) V= $516,423,911
1-P/E*PCT * ((1-X-E-M)*R - (1-TAXY*E/T - (1-TAX)*M/N)
2. V= P/B * B V= $516,423,913
1-P/B*PCT* (1-X-E-M) .
3. v=  PIA*A V= $516,423,910
1-P/A*PCT *(1-X-E-M)
Full
Gross Exchange Conversion Total
Conclusion Proceeds Ratio Value Shares(4)
Minimum $229,500,000 2.0504 $438,960,320 43,896,032
Midpoint $270,000,000 24122 $516,423,910 51,642,391
Maximum $310,500,000 2.7740 $593,887,500 59,388,750
Super maximum value $357,075,000 3.1901 $682,970,620 68,297,062

(1) Pricing ratios shown reflect the midpoint value.
(2) Includes impact of reinvesting $94,000 of MHC assets at an after-tax rate of 2.69 percent.

(3) Includes $94,000 of MHC assets.

(4) Based on an initial public offering price of $10.00 per share.




EXHIBIT IV-9
Bank Mutual Corporation
Pro Forma Effect of Conversion Proceeds




Conversion Proceeds
Full Conversion Value
Exchange Ratio

Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(l)

Net Proceeds Reinvested

Estimated net incremental rate of return

Earnings Increase
Less: impact of State Franchise/Share Taxes
Less: Estimated cost of ESOP borrowings
Less: Amortization of ESOP borrowings
Less: Recognition Plan Vesting(2)

Net Earnings Increase

Pro Forma Earnings

12 Months ended March 31, 2003 (reported)
12 Months ended March 31, 2003 (core)
‘Pro Forma Net Worth

March 31, 2003

March 31, 2003 (Tangible)

Pro Forma Assets

March 31, 2003

Exhibit (V-9
PRO FORMA EFFECT OF CONVERSION PROCEEDS

Bank Mutual Corporation
At the Minimum of the Range

Before

Conversion

$26,086,000
$21,655,000

Before
Conversion

$315,413,000
$257,274,000

Before
Conversion

$2,849,043,000

Net
Earnings

ncrease

$4,623,053
$4,623,053

Net Cash
Proceeds

$216,225,000
$216,225,000

Net Cash
Proceeds

$216,225,000

$438,960,320°
2.0504

$229,500,000
© 4,095,000
$225,405,000

$225,405,000
9,180,000
$216,225,000

2.69%

$5,816,453
0
o]
0

1.193.400
$4,623,053

After
Conversion

$30,709,053
$26,278.053

After
Conversion

$531,638,000
$473,499,000

After
Conversion

$3,065,268,000

(1) Reflects pro forma impact of stock to be purchased by Recognition Plans, equal to 4.0 percent of total offering.
(2) Stock purchased by Recognition Plans is amortized over 5 years, amortization is tax-effected.




Conversion Proceeds
Full Conversion Value
Exchange Ratio

Offering Proceeds .
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(l)

Net Proceeds Reinvested

Estimated net incrementat rate of return
Earnings Increase

Less: Impact of State Franchise/Share Taxes

Less: Estimated cost of ESOP borrowings
Less: Amortization of ESOP borrowings
Less: Recognition Plan Vesting(2)

Net Earnings [ncrease

Pro Forma Earnings

12 Months ended March 31, 2003 (reported)
12 Months ended March 31, 2003 (core)

Pro Forma Net Worth

March 31, 2003

March 31, 2003 (Tangible)

Pro Forma Assets

March 31, 2003

Exhibit IV-©
PRO FORMA EFFECT OF CONVERSION PROCEEDS

Bank Mutual Corporation
At the Midpoint of the Range

Before

onversio

$26,086,000
$21,655,000

Before

Conversion

$315,413,000
$257,274,000

Before

Conversion
$2,849,043,000

Net
Earnings
Increase

$5,447,430
$5,447,430

Net Cash
Proceeds

$254,700,000
$254,700,000

Net Cash
Proceeds

$254,700,000

$516,423,910

2.4122°

$270,000,000

- 4,500,000
$265,500,000

$265,500,000
10,800,000
$254,700,000

2.69%

$6,851,430

404
$5,447,430

EOOO

After
Conversjon

$31,533,430
$27,102,430

After
Conversion

$570,113,000
$511,974,000

After
Conversion

$3,103,743,000

(1) Reflects pro forma impact of stock to be purchased by Recognition Plans, equal to 4.0 percent of total offering.
(2) Stock purchased by Recognition Pians is amortized over § years, amortization is tax-effected.




Conversion Proceeds
Fult Conversion Value
Exchange Ratio

Offering Proceeds . 7
. Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds
Less: Non-cash purchases(l)
Net Proceeds Reinvested

Estimated net incremental rate of return
Earnings Increase

Less: Impact of State Franchise/Share Taxes

Less: Estimated cost of ESOP borrowings
Less: Amortization of ESOP borrowings
Less: Recognition Plan Vesting(2)

Net Earnings Increase

Pro Forma Earnings

12 Months ended March 31, 2003 (reported)
12 Months ended March 31, 2003 (core)
'Pro Forma Net Worth

March 31, 2003

March 31, 2003 (Tangible)

Pro Forma Assets

March 31, 2003

Exhibit 1V-9
PRO FORMA EFFECT OF CONVERSION PROCEEDS

Bank Mutual Corporation
At the Maximum of the Range

Before
Conversion

$26,086,000
$21,655,000

Before
Conversion

$315,413,000
$257,274,000

Before

onversion

$2,845,043,000

Net
Earnings
Increase

$6,271,808
$6,271,808

Net Cash
Proceeds

$293,175,000
$293,175,000

Net Cash
Proceeds

$293,175,000

$593,887,500-
2.7740

$310,500,000
. 4,905,000
$305,595,000

$305,595,000

12,420,000

$293,175,000
2.69%

$7,886,408

0

0

0

1,614,600

$6,271,808

After
Conversion

$32,357,808
$27,926,808

After
Conversion

$608,588,000
$550,449,000

After
Conversion

$3,142,218,000

(1) Reflects pro forma impact of stock to be purchased by Recognition Plans, equal to 4.0 percent of total offering.
(2) Stock purchased by Recognition Plans is amortized over 5 years, amortization is tax-effected.




Conversion Proceeds
Full Conversion Value
Exchange Ratio

Offering Proceeds
Less: Estimated Offering Expenses
. Net Conversion Proceeds

Exhibit {V-9
PRO FORMA EFFECT OF CONVERSION PROCEEDS

Bank Mutual Corporation
At the Superrarge Maximum

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(l)

Net Proceeds Reinvested

Estimated net incremental rate of return
Earnings Increase

Less: Impact of State Franchise/Share Taxes

Less: Estimated cost of ESOP borrowings
Less: Amortization of ESOP borrowings
Less: Recognition Plan Vesting(2)

Net Earnings increase

Pro Forma Earnings

12 Months ended March 31, 2003 (reported)
12 Months ended March 31, 2003 (core)

Pro Forma Net Worth

March 31, 2003

March 31, 2003 (Tangible)

Pro Forma Assets

March 31, 2003

Before
Conversion

$26,086,000
$21,655,000

Before
onversion

$315,413,000
$257,274,000

Before
Conversion

$2,849,043,000

Net
Earnings

ncrease

$7,219,842
$7,219,842

Net Cash
Proceeds

$337,421,250
$337,421,250

Net Cash
Proceeds

$337,421,250

$682,970,620
3.1801 -

$357,075,000
5,370,750
$351,704,250

$351,704,250

14,283,000

$337,421,250
2.69%

$9,076,632

0

0

0

1.856.790

$7,219,842

Atter
Conversion

$33,305,842
$28,874,842

After
Conversion

$652,834,250
$594,695,250

After
Conversion

$3,186,464,250

(1) Reflects pro forma impact of stock to be purchased by Recognition Plans, equal to 4.0 percent of total offering.
(2) Stock purchased by Recognition Plans is amortized over 5 years, amortizaticn is tax-effected.




EXHIBIT IV-10
Peer Group Core Earnings Analysis
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EXHIBIT V-1
RP Financial, LC.
Firm Qualifications Statement




RP FINANCIAL, LC.

Financial Services Industry Consultants FIRM QUALIFICATION STATEMENT

b
RP Financial provides ﬁnancia(‘ and management consulting and valuation services to the financial services industry
nationwide. RP Financial establishes long-term client relationships through its wide array of services, emphasis on
quality and timeliness, hands-on involvement by our principals and senior consulting staff, careful structuring of
strategic plans and transactions and providing sophisticated valuation analyses consistent with accepted valuation
practices. RP Financial’s staff draws from backgrounds in consulting, regulatory agencies and investment banking.

STRATEGIC AND CAPITAL PLANNING

RP Financial’s strategic and capital planning services are designed to provide effective workable plans with quantifiable
results. In this regard, RP Financial analyzes strategic options to enhance shareholder value or other established
objectives. Our planning services involve conducting situation analyses; establishing mission statements, strategic
goals and objectives; and identifying strategies for enhancement of franchise value, capital management and planning,
earnings improvement and operational issues. Strategy development typically includes the following areas: capital
formation and management, asset/liability targets, profitability, return on equity and market value of stock. Our
proprietary financial simulation model provides the basis for evaluating the financial impact of alternative strategies and
assessing the feasibility/compatibility of such strategies with regulations and/or other guidelines.

MERGER AND ACQUISITION SERVICES

RP Financial’s merger and acquisition (M&A) services include targeting candidates and potential acquirors, assessing

acquisition merit, conducting detailed due diligence, negotiating and structuring transactions, preparing merger business

plans and financial simulations, rendering fairness opinions and assisting in implementing post-acquisition strategies.

Through our financial simulations, comprehensive in-house data bases, valuation expertise and regulatory knowledge
~ RP Financial’s M&A consultmg focuses on structuring transactions to enhance shareholder returns,

VALUATION SERVICES

RP Financial’s extensive valuation practice includes valuations for a variety of purposes including mergers and
acquisitions, thrift mutual-to-stock conversions, insurance company demutualizations, ESOPs, subsidiary companies,
mark-to-market transactions and various other corporation valuation requirements. Our principals and staff are highly
experienced in performing valuation appraisals which conform with regulatory guidelines and appraisal industry
standards. RP Financial is the nation’s leading valuation firm for mutual-to-stock conversions of thrift institutions.

OTHER CONSULTING SERVICES AND DATA BASES

RP Financial offers other services including branching and diversification strategies, feasibility studies and special
research studies. RP Financial assists banks and thrifts prepare CRA plans and applications for Community
Development Entity (“CDE”) certification and New Markets Tax Credit (“NMTC”) allocation. RP Financial’s
consulting services are aided by its in-house data bases resources and proprietary valuation and financial simulation
models.

RP Financial’s Key Personnel (Years of Relevant Experience)

Ronald S. Riggins, Managing Director (22)
William E. Pommerening, Managing Director (18)
Gregory E. Dunn, Senior Vice President (20)
James P. Hennessey, Senior Vice President (17)
James J. Oren, Senior Vice President (15)

Washington Headquarters

Rosslyn Center _ Telephone: (703) 528-1700
1700 North Moore Street, Suite 2210 Fax No.: (703) 528-1788
Arlington, VA 22209 _ Website: www.rpfinancial.com




